JUL 14 194 


THE AMERICAN 
CONOMIC REVIEW 


GENERAL 
UME XXXVI) JUNE, 1947 univ. of NUMBER 3 


he Disequilibriuan | 1. K. Galbraith 287 
uaranteed Wages Werner Hochwald 
ederal Reserve Objectives and Policies E. 4. Goldenweiser 
onetary Management and Credit Control Allan Sproul 

The ITO Charter R. F. Mikesell 


ommunications: 


National Economie Policies and Inter- 
national Monetary Cooperation K. E. Poole 


Marginal Theory and Business Behavior H. M. Oliver, Jr. 
The President’s Economic Report Holbrook Working 
The Nathan Report and Its Critics G. H. Hildebrand, Jr. 


Full Employment after the Transition 
Period: A Rejoinder M. Kalecki 


Professor Poindexter on Functional Finance: 
Emile Benoit-Smullyan and L. J. Pritchard 


Price Dispersion and Aggregative Analysis R. C. Epstein 
The Burden of Import Duties: Comment J. N.. Morgan 
emorial: Edwin F. Gay 410. 
Reviews of Books~ 414 Titles of New Books~499_ 
Periodicals~ 512 Notes~ 518 


The JOURNAL OF 
THE AMERICAN ECONOMIC ASSOCIATION 


375 


THE AMERICAN ECONOMIC ASSOCIATION 
Founded in 1885 


Northwestern University 
Joun E. Waker, Washington, D.C. 


EXECUTIVE COMMITTEE 


Elected Members Evetuxt M. Burns, Columbia University 
Howarp S. Etris, University of California 
Seymour E. Harers, Harvard University 
Crater Wiicox, Swarthmore College 
Ben W. Lewts, Oberlin College 
Artour R. Upcren, University of Minnesota 


oserH S. Davis, Stanford University 
L. Sarrman, University of Michigan 
E. A. Go tpenwetser, Institute for Advanced Study 


THE AMERICAN ECONOMIC REVIEW 
Published by the American Economic Association 


Paut T. Homan, Managing Editor 
Dorts Merriam, Assistant 


BOARD OF EDITORS 


KennetH E. Boutprne, McGill University U. Ratcrrorp, Duke University 
P. T, Evtswortu, University of Wisconsin Lawrence H. Sertzer, Wayne University 
Rosert A. Gorpon, University of California ARTHUR SmiTHies, Bureal of the Budget 


Tux Ameetcan Ecowomtc Revirw is published five times a 
and D 450 Ahnaip Ww 


dence and business 
Menasha, Wisconsin, or to James Weslaagnes Beli, Secretary of the American Economic 
Association, Northwestern U: ty, Evanston, Lilinois. 


Address all communications blication in the Amertcan Ecowomic Revitw to Paul T. Homan, 
Goldwin Smith Hall, Cacneh'U University, Ithaca, N.Y, Address all communications relating to 
the Papers and Proceedings of the annual meeting and to the to the Amrzican 
Economic Revizw, James Washington Bell, Northwestern University, Iilinois. 


Applicati fi ssion to ddressed Secretary of 
ction addr the re 


Periodical L Literature, New York, New York. 


Entered at the post office at Menasha, 
at ial rate of ded for in the of F, 2.1938, embodied in 


Copyright 1947 by American Economic Association 


maili 


OFFICERS 
President Pavut H. Dovcras, University of Chicago 
Vice Presidents Jom» Isr, University of Kansas 
Maser Newcomer, Vassar 
Secretary-Treasurer 
Counsel 
one mem it 
year's aubscrition. subscription cate $800 pears of copies 


BOOK REVIEWS 
Economic Theory; General Works 


SricLER, The Theory of Price, by E. H. 414 
Marcuat, Le Mécanisme des Prix et la Structure de l’ Economie, by M. Bronfenbrenner... 418 
Economics, by J. D. Calderwood... 420 
Hazutt, Economics in One Lesson, by A. M. Mclsaac..............c0ceeeeeeeeeces 424 
Hicks and Hart, The Social Framework of the American Economy, by G. P. Adams, Jr.... 428 
Cuanpier, A Preface to Economics, by S. Levitan and L. Salkever.................... 429 
Cartson, An Introduction to Modern Economics, by M. W. Ertell................ .. 1 
Elements of Economics, by M. W. 434 
Gauss, Beyond Supply and Demand, by W. F. Kennedy ...............0.0seeeeeees 436 


National Economies 
Rovinsk1, Gosudarstvenny Byudzhet SSSR, by H. 438 
Normano, Asia Between Two World Wars, by J. D. Sumner...................-2-5. 439 


Economic Systems; Postwar Planning 
MorGENTHAU, Scientific Man vs. Power Politics, by M. Fainsod.................... 440 


National Income and Product; Income Distribution; 
Consumption Statistics 


Studies in Income and Wealth, Vol. 8, by R. W. Goldsmith......................-5. 442 
Liv, China’s National Income, 1931-1936, by E. E. Hagen.................2200e00: 446 
Readings in the Theory of Income Distribution, by L. Tarshis.....................55- 447 


Business Cycles and Fluctuations 


Wricut, The Economics of Disturbance, by H. L. Reed. 449 
Monetary Policies and Full Employment, by L. V. Chandler...... 452 
Public Investment and Full Employment, by G. Colm... 
Harris, Inflation and the American Economy, by C. O. Hardy................... o> +o 
Hayes, Spending, Saving, and Employment, by O. L. Altman....................... 457 
Swanson and Scumrpt, Economic Stagnation or Progress, by H. G. Hayes......... 458 


Money and Banking; Short-Term Credit 
Feperict, La Moneta el’Oro and Teoria dei Cambi, by F. M. Tamagna.............. 460 


International Trade, Finance and Economic Policy 


SouTHARD, The Finances of European Liberation, by A. M. Kamarck...... nee 461 
TINBERGEN, International Economic Cooperation, by H. S. Piquet...... hekweoacs Se 
ANDERSEN, Bilateral Exchange Clearing Policy, by F. A. Southard, Jr................. 465 
Memoria dela Primera Reunién de Técnicos sobre Problemas de Banca Central del Con- 


Bayxov, Soviet Foreign Trade; Russian-American Trade, by P. A. Baran .. 470 


4 
J 
> 
; 
§ 
| 
‘ 
4 
4 


Public Control of Business; Public Administration; 
National Defense and War 


FisHer, Economic Progress and Social Security and International Implications of Ful] 
Employment in Great Britain; Hutt, Plan for Reconstruction, by P.T. Homan. . 


Transportation; Communication; Public Utilities 


Mance, International Air Transport and International Sea Transport, by D. Marx, Jr 


Economic Geography; Regional Planning; Urban Land; 
Housing 


FRIEDMAN and STIGLER, Roofs or Ceilings? The Current Housing Problem, by R. Bangs 


GreER, Your City Tomorrow, by V. Turrell. 


Labor and Industrial Relations 
Metz and JacossteErn, A National Labor Policy, by H. R. Northrup 


LESTER and Rosie, Wages under National and Regional Collective Bargaining, by N. W 
Chamberlain. . 

BAKKE, Mutual Survival—The Goal of Unions and Management, by S. C. Sufrin. 

ISERMAN, Industrial Peace and the Wagner Act; GREENMAN and GREENMAN, Gelting Alon, 
with Unions, by V. H. Jensen 


WILLIAMSON and Harris, Trends in Collective Bargaining, by R. W. Stone. 


IRVING FISHER® 
th President of the American Economic Association, 1918 


Fisher, son of a Congregational minister, was born at Saugerties, 
February 27, 1867. He died April 29, 1947, in New York City, 
fter a testimonial dinner was given in honor of his eightieth 
He was graduated from Yale in 1888 and in 1891 he received 
(hereafter he studied at Berlin and Paris, and upon his return 
\ ed as tutor of mathematics and later associate protessor in that 
we becoming professor of political economy in 1598. He was 
ofessor from 1935 until his death. He was active as director 
president of numerous academic, welfare, and business 
and public commissions. He served as President of the 
\ssociation for Labor Legislation, 1915-17, of the American 
\ssociation, 1918, the Econometric Society, 1931-33, and the 
Statistical Association, 1932. His presidential address presented 
nond meeting of the American Economic Association, was 
Economists in Public Service.” Professor Fisher won fame in 
f endeavor. He was perhaps most widely known for his advo 
tabilized dollar and managed currency theories, but other 
were made in the fields of eugenics, ethnology, health, con 
prohibition, world peace, free trade, mathematics, and statistics. 
thor of numerous books on mathematics and economics, among 
ificant of which are: Theory of Value and Prices, 1892; In 
Calculus, 1898; Nature of Capital and Income, 1906; Principles 
1910; Purchasing Power of Money, 1911; Making of Index 
Theory of Interest, 1930; Stable Money, 1934. 


Irving Fisher will be published in the Se pte mber, 1947, American 


} 


i series of photographs of past presidents of the Association 


a 
a 
| 
4 
% 
A ‘ 


The American Economic Review 


ME XXXVII JUNE, 1947 NUMBER THREE 


THE DISEQUILIBRIUM SYSTEM* 
By J. K. GALBRAITH 


ing the second World War the United States, partly by im- 
sation, partly by plan, developed a system for mobilizing economic 
s that, by commonly accepted standards of performance, proved 
atisfactory. The American system was not unique; in its major 

it resembled that of the other belligerents which were forced 
ke an abrupt conversion from a largely unplanned to a largely 

utilization of resources. This paper, somewhat in the tradition 
rket theory, idealizes the system that was so devised and examines 

| features. It also uses this model to explore the special function 
ce control. 


(he form of wartime organization employed by the United States, 
ith variations by the other major belligerents with the exception 
Russia and China, I have termed the Disequilibrium System. Under 


tem the incentives and compulsions of an unplanned economy 
plemented or supplanted by three new forces for determining 

c behavior. These were: (1) a more or less comprehensive system 
control over the employment of economic resources; (2) a 
niversal control over prices, and (3) an aggregate of money 

| substantially in excess of the available supply of goods and serv- 
Because it was a distinctive and pervasive feature of the system 
nfortunate or evil by-product), I have used this disequilibrium 


1, formerly deputy administrator of the Office of Price Administration, is a 
board of editors of Fortune magazine. A preliminary version of this paper was 
e Fifty-Ninth Annual Meeting of the American Economic Association in Atlantic 
, 1947, 
panion article “Reflections on Price Control,’ Quart. Jour. Econ., Vol. LX, 
1946), pp. 475-89, I have advanced certain arguments, especially as to the 
price control in imperfect markets, which this paper assumes. I should like 
it I do not justify this exercise on what are commonly called “practical grounds.” 
y we have seen the last mobilization in what may one day be called the clas- 
War II manner. Atomic energy applied to war must surely be labor-saving 
able calculus of labor-productivity and, in the largest degree, capital-sav- 
li a small input of resources will accomplish massive cum total destruction, full 
superfluous. However, I have no stomach for such morbid speculation. I do 
rtime mobilization, because it presents an essentially simple problem of means 
rs a rewarding opportunity for theoretical] discussion. 
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of demand and supply to name the system as a whole. To these three 
determinants might be added a fourth which, although supplementary 
represented the area of the greatest wartime failure. That is an effectiy, 
system of rationing to reinforce price control in those markets that ap- 
proximate conditions of pure competition. 

The next few pages relate each of the above-listed determinants to the 
system as a whole. The latter half of the paper returns to the special 
function of price control. I assume throughout that the objective is to 
attain maximum resource employment at maximum efficiency, to get the 
psychologically optimal allocation of resources between military and 
civilian use and to distribute the former between different kinds of pro- 
duction, present and future, in accordance with a given but not stati 
plan. These ends should, if possible, be so served that the way is open 
for eventual restoration of prewar property rights and status and th; 
normal functional mechanics of the economy. This conservative objec- 
tive is presumably secondary for, during the last war, all of the major 
belligerents avowed the doctrine of total war although none, again with 
the possible exception of Russia, followed it in practice. 


II 


The role of direct controls in the system can be readily establish 
For regulating the use of resources, the available choice is between th: 
income incentives and compulsions of the market, and authority. Mar- 
ket incentives are incapable of producing the comprehensive transfers 
in resource employment that any considerable mobilization requires. 
An effort by the government to monopolize steel supply must neces- 
sarily be defeated by the inelasticity of demand for steel by som 
private buyers. So with other resources. Needless to add, the respons 
to market incentives is uncertain and sellers in imperfect markets wh 
take a comprehensive view of their position do not seek to maximiz 
profits at any given point of time. For this reason they will not willing!) 
accept a government order, even though it is immediately more proiit- 
able than any alternative, if it promises to impair their long-run position 
in the market. The automobile industry, in late 1941 and early 1942 
was displaying normal market behavior in preferring manufactur 
automobiles to tanks or aircraft even assuming the latter netted higher 
returns. 

All this holds whether or not there is price control. Although 
purely practical reasons the introduction of a comprehensive system of 
price control probably precludes the use of market incentives on a larg: 
scale, it actually makes possible their use within limits. With price co! 
trol it becomes possible to create and maintain a differential return tor 
favored industries. 

With this very brief comment I take leave of direct controls. This 
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mary dismissal does not mean that I consider them either unimpor- 
t oreasy toemploy. They are neither. But my concern is with other as- 
the system. 


dispensability of direct controls, though conceded with reluc- 

some quarters, seems not to have been questioned by economists. 

lhis was not so with the other two instruments. As always, one must be 

autious in reporting the views of his professional colleagues, but I am 

certain that before the war most economists would have rejected 

rene ral price control as an instrument of wartime organization. Having 

so they (quite correctly) would have looked upon an excess of de- 

r supply as an evil that would eliminate itself in the further 

progressive inflation. 

Price control, i.e., general price control, was rejected because it was 

believed to be unworkable—it was felt that it would quickly succumb to 

he underlying disequilibrium that suggested its use. Standard peda- 

emphasized this conclusion, quite literally, for generations. 

if prices were to be kept reasonably stable, aggregate demand 

kept equal or approximately equal to supply. None of this 

it partial equilibrium solutions, va price control and rationing, 

iodities and perhaps services that were in especially short 

or particularly exaggerated demand. However, the only generally 

d alternative to a rigorous control of demand (through curbing 

ses in income and its reduction by taxation, forced saving and like 

vas successive positions of equilibrium corresponding to the in- 

demand or curtailment of supply—in a word, inflation. It was 

assumed, and I have no doubt correctly, that inflation would have dis- 

| and frustrated the direct controls, made orderly scheduling 

rement difficult or impossible, and resulted in the euthanasia 

group of property rights. Since this was unacceptable, all 

vere placed on the control of demand and the maintenance of an 
sition of equilibrium.’ 


IV 


jullibrium System in the United States was the fortuitous 
of two miscalculations. The first miscalculation was a great 
verestimate of the technical efficiency of controls over income and of 


the most widely read and quite possibly the most influential prescription for war- 
vation was that of Keynes. He summarized what is, in all essentials, the foregoing 
lows: “It has been argued here that the only way to escape inflation is to withdraw 
irket, either by taxation or by deferment, an adequate proportion of consumer’s 
ver, so there is no longer an irresistible force impelling prices upward.” He added 
e measure of rationing and price control should play a part in our general scheme and 
ible adjunct to our main proposal” (Italics added). How to Pay for the War 
)), p. 51. 
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their political feasibility. The second and offsetting error was an equal, 
great underestimate of the efficiency of price control. In the spring ¢ 
1942 prices were rising steadily and neither the Treasury nor Congress 
were contemplating taxation or other fiscal controls on a scale tha; 
seemed sufficient to check the advance. Partly to gain time, partly as q 
tactical move to force action by the Treasury and Congress, and part; 
because it was the only available answer to an insistent demand for a 
tion, the General Maximum Price Regulation was issued. While ther 
was some thin ground for hope in the prior experience of Germany and 
Canada, those responsible were far from comfortable about a step that 
in so many respects, seemed so contrary to precept.* The regulation did, 
however, demonstrate the efficacy of price control gua price contr 
over a wide range of markets.‘ This meant stable or comparative) 
stable prices could coexist with a substantial surplus of demand. 

The surplus of demand, in turn, both promoted and facilitated th 
mobilization of resources. The aims of wartime industrial mobilizatio 
I have defined as bringing all possible resources into efficient use and 
their planned allotment to military and civilian use and between pres 
ent and future production. The allocation and reallocation of resources 
by authority presents no problem in principle and the practical proble: 
as the wartime experience showed, though difficult is not insuperab! 
It is not clear, however, that direct controls are similarly effective for 
ordering normally unused resources, especially labor, into the market 
Yet the mobilization of unused labor power is the most important 
single requirement for an increase in national output. Such a mobiliza 
tion was accomplished in the United States with apparent success ai 
with but limited resort to authority. While one needs to be wary of suc! 
comparisons, the experience of the United States seems to have com- 
pared not too unfavorably with that of England, which used a combina- 
tion of authority and incentives, and very favorably with Germany 
which relied heavily on authority.° 


This was especially true of the early stages of work on the regulation. As the weeks 
and more and more problems were clarified and more and more details worked out, ther 
some tendency to become more optimistic. The Statement of Considerations, nevert! 


carried a heart-felt warning that it would not work unless strong steps were taken t 


and maintain equilibrium at the then ruling prices. 

‘ Cf. “Reflections on Price Control,” op. cit., pp. 476-78. 

he increase in male (native) German workers between 1939 and 1943 did not exc« 

natural rate of increase. The number of women gainfully employed actually declined in t! 
early years of the war and although it was higher by a few hundred thousand at the end of tl 
war, the proportion of all women in gainful employment did not increase. In the early part 
the war there was still some doctrinal objection to use of women in factory work but this 
been subordinated to expediency by 1943 or 1944 and the government was actively trying | 
get women into industry. Cf. Effects of Strategic Bombing on the German War Economy (Was! 


ington, U.S. Strategic Bombing Survey, 1945), pp. 29 e¢ seg. 
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[he first contribution of excess demand was to provide a taker for 
who offered his services. Frictional unemployment was elimi- 
by providing a market adjacent to every worker.® But what may 
d the passive contribution of excess demand in combination 
vith price control, in particular the kind of wage policy they allowed, 
-as more important. This can best be seen by contrasting what was 
ble under the Disequilibrium System with what could have been 
had it been necessary to maintain a given position of equilibrium. 
[o maintain equilibrium would require, as noted, energetic measures 
train the expansion of incomes. Since ex hypothest prices would be 
, hourly rates would not be under undue pressure. But other con- 
ions to income would have to be watched with care. Overtime and 
time would be dangerous. So would payments (usually at inflated 
tivity rates) to new arrivals in the labor market. So would pay- 
ts under incentive schemes. Yet these inducements to labor power 
argin were of the utmost importance for the expansion of out- 
it occurred; a recent estimate attributes approximately half of 
| increase in Gross National Product between 1940 and 1944 to 
luals not normally in the labor market and to the increase in the 
rage work week.’ It seems entirely reasonable to argue that much of 
rease occurred because the Disequilibrium System made it pos- 
advance the price of marginal labor power with almost complete 

rd for fiscal consequences. 


It was likewise possible to reward the marginal entrepreneur—the 
cient old one or the inexperienced newcomer—with a similar neg- 
t of fiscal effects. The relation of taxes to incentives could also be 


elided. Had taxes during the war approached the rates necessary 

juilibrium at prewar prices, their relation to incentives would cer- 
have become a major problem. 

lo refocus the discussion slightly, excess demand during the war was 

nterpart of a buffer of unemployed resources, especially unem- 

| workers—the buffer that is necessary for price stability in the 

e of price control. If markets are uncontrolled, any near approach 

employment of normally employed workers must lead to advances 

ices (readily increased under conditions of imperfect competition 


ration which led the CED economists to urge the maintenance of an excess of 

rice control), in the early reconversion period. Cf. Jobs and Markels, Research 
e Committee for Econ. Development (New York, McGraw-Hill, 1946). 

Veeds and Resources (New York, Twentieth Century Fund, 1947), p. 13. The 

mittedly crude, attribute 48 per cent of the real increase from 1940 to 1944 to in- 

rs and “emergency” workers, 26 per cent to absorption of unemployed, 13 per cent 

rease in the working force, and the rest to increased productivity. Some of the 

be attributed to the shift from low- to high-efficiency employment encouraged by 

home pay. 
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in a strong market) followed by increases in wages and so forth in a cop. 
tinuing cycle. (Wages can as well be considered the initiating factor jy 
this cycle as prices.) This process, which the last few months have made 
unpleasantly familiar, can occur even when there is no excess demand 
and quite possibly while substantial num bers—perhaps some millions- 

are unemployed.* A mirage now being chased through the early peac: 
is that a stable equilibrium is possible with full employment when there 
is bilateral monopoly in the factor markets and parallel monopol 
power in the product markets. The Disequilibrium System represented a 
simple adaptation of present-day capitalism to the wartime require- 
ment that all resources must be employed and under conditions of ap- 
proximately stable prices and costs. . 


V 


The indulgent Providence that (so far) has protected the United 
States, was especially kind in bringing it into the Disequilibrium System 
with a prior faith in the idea of maintaining equilibrium of aggregat; 
demand and supply at a ruling price. For, to the extent that there was a 
sense of guilt in allowing demand to exceed supply, there was a motiv 
for keeping the excess of demand as small as possible.? That was fortu- 
nate for clearly an excess of demand is only advantageous or even toler 
able within limits. It is of utmost importance for understanding the 
Disequilibrium System to know what determines this margin of toler- 
ance. 

The counterpart of the current excess of aggregate demand is, of 
course, an equivalent volume of current saving. The explanation of the 
high actual volume of current savings during the war is complex and in 
considerable measure conjectural. Without doubt, patriotic compulsions 
reinforced by Treasury propaganda and community pressure affected 
the average propensity to save by individuals whose income was not 
changed. For those whose income was increasing, a low (marginal 
propensity to consume may be assumed. But it would seem clear 
that the proximate cause of much, if not most, of the increased saving 
was price control. At a minimum, this associated a variety of inconven- 
iences with spending money. At a maximum, through shortages, it 1 
moved a large number of the accustomed objects of consumption. Th 
normal choice between specific objects of consumption and saving could 
not be exercised. Individuals who had no intention of saving becam« 
involuntary holders of cash or its equivalent. The disequilibrium inheres 


§ Cf. Paul A. Samuelson, Econometrica (July, 1946), p. 191. 

* It is interesting and perhaps significant of the increasing appreciation oi the nature of the 
system that this sense of guilt diminished"as the war years passed. Observe how interest 1 
the “Inflationary Gap” had diminished by the end of the war. 


y 
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circumstance that, in the absence of price control and attendant 
tages, they would have spent their income for the given supply of 
; and in so doing would have established equilibrium at a higher 
L€ vel.” 
individuals who are exercising a normal choice between saving 
onsumption—who are equating the marginal utility of money to 
| with that of money to save—there is no new problem of incen- 
tives. For those who may loosely be termed involuntary savers, incen- 
es are of first-rate importance. It may be assumed that the marginal 
ty of money for this group will show a tendency to fall as the pro- 
| of savings to total income increases or, secularly, if a given 
high) proportion of saving is continued over a long period. When for 


or a combination of these reasons it falls to the point where there 

eneral withdrawal of marginal labor effort it may be said that the 
n of tolerance in the Disequilibrium System has been exhausted. 
It seems unlikely that in the United States during the war any such 
nt was reached or even approached. There is the happy circumstance 
within the memory of present generations the dollar has not gone 


through hyperinflation. There was no general expectation of a col- 


of values as a result of military defeat. Moreover, throughout the 

re was a strong conviction that current high employment and 
e was merely an interlude between depressions. This elasticity of 
tations, to use Professor Lange’s term,” was reinforced by manu- 
ers who promised a flood of inexpensive and elegantly streamlined 
; after the war and by the Treasury with its rediscovery of the 

gn virtues of thrift. Perhaps most important of all, consumption 
savings was high—for most workers higher than before the war. 


Had there been a sharp reduction in current consumption, workers might 


ve revised their attitude toward acquiring and holding dollars, 
ndancy of which would be a matter of day-to-day observation. 
Nevertheless at some point had the ratio of savings to income be- 
) high or had at a given ratio continued too long, incentives 

ld have been weakened. An admirable arrangement for, in effect, 
current work in return for a promise of future consumption 

| have disintegrated. Workers, equating the marginal disutility of 
effort with diminishing marginal utility of income for saving, 

, in the absence of strong patriotic compulsions, have abandoned 

me and Sunday work and marginal workers would have with- 


is been suggested to me that since this group did hold cash balances, the term “forced 

” would be preferable to “disequilibrium.” This, I judge to be a matter of taste; I 

| for the shorter term and the implied notion that equilibrium is more meaningful, 

mtext, as a description of the market relationships that would have obtained in the 
rice control. 


e Flexibility and Employment (Bloomington, Principia Press, 1944). 


294 THE AMERICAN ECONOMIC REVIEW 


drawn from the market rather than add to their stock of savings. A good 
thing would have been overdone. 

Its large margin of tolerance must be counted one of the major 
sinews of American wartime strength in interesting contrast with Ger. 
many where the margin would appear to have been decidedly thin 
Because of the inflation of the mark in the ’twenties the accumulation 
of cash balances was clearly a less attractive alternative to spending for 
Germans than for Americans. It may be doubted if many Germans 
supposed, even if they won the war, that Hitler would permit them t 
enjoy a lush, secure peace; from 1943 on, there was a strong under- 
current of feeling that Germany would lose the war. In the United 
States the principal (although it will be apparent that I now beliey: 
quite mistaken) reason for restraining the expansion of demand was to 
protect the price controls. In Germany price and rationing controls wer 
perfectly secure—they even survived combat and the fantastic dis- 
organization that followed—and there was no serious black market 
Partly for this reason and partly, no doubt, because they were calloused 
practitioners of financial heterodoxy, the German leaders seem not t 
have been greatly worried over the expansion of demand. 

As a result money was not a highly effective incentive in German 
during the war and its value diminished as the years passed. Women, as 
I have noted, were not attracted by employment opportunities in indus 
try; indeed a good many seem to have withdrawn from gainful employ- 
ment when they got substitute income in the form of servicemen’s 
allowances. There was also a fairly clear tendency for entrepreneurs, 
especially from 1943 on, to use available opportunities to divert mate- 
rials into unneeded plant or inventories instead of converting them into 
end-products which, when sold, would only increase their cash balances 

Contemporary Germany presents an interesting picture of a country 
that has completely exhausted its margin of tolerance and where th 
Disequilibrium System is in the final stages of disintegration. Price cor 
trol is still effective and is supplemented by an efficient rationing systen 
and the black market is still fairly small. A large part of the middle class 
and many workers either have all of the marks they need or can acquir 
them with a few days’ work each week—sometimes without working at 
all. Money, 7.e., money to save, is no longer an incentive; it requires no 
hedonistic calculus to establish the unwisdom of exchanging scarce 
energy for redundant marks. It has all been reduced to a simple problen 
in physiology that most Germans have solved. 


VI 
If my interpretation of the Disequilibrium System is admitted, t 
price control in this system must be administered with two ends in view. 


hen 
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Its first, and rather obvious aim, is to forestall the movement of prices 


brium at higher (and successively higher) price levels in accord- 

th the current (excess) demand. It must also be administered 

. view to restraining the expansion of demand which, I have 

_would at some point undermine incentives and destroy the sys- 

[his is the more subtle task of the price-fixer—to use his instrument 
protect the margin of tolerance in the Disequilibrium System. 

One formula that would serve both ends would be to allow no price 

; whatever. When the General Maximum Price Regulation was 

n the spring of 1942—I again identify the beginning of the Dis- 

um System with the issuance of this order—a flat prohibition 

creases was proclaimed and reiterated in the subsequent 

line” orders of October, 1942, and May, 1943. In fact, no 

ula was possible. Apart from the important circumstance that 

sts were left uncontrolled by the first two orders, it meant that 

s of accidental and often bizarre cost-price relationships would 

ited indefinitely.” Some of these would be positively damag- 

roduction; almost none could be defended at the bar of public or 


(ong ssional opinion. 


Nor was any such formula necessary. It is clear, in retrospect at least, 

here can be considerable flexibility in the administration of price 

the Disequilibrium System, the amount depending in each 

the derived effects of the price increase. This latter will be differ- 

h of three broad (although not mutually exclusive) categories 

goods and services. The three categories may be labelled Labor and 
Wage Goods, Non-Wage Civilian Goods, and War Goods. 

lhe allowable flexibility is least in the case of wages and wage goods— 

h individual adjustments are not precluded, the system requires 

th be firmly anchored. A general advance in wage rates, even 

orbed out of profits, will use up part of the margin of toler- 

nay reasonably be assumed, the marginal propensity to con- 

wage income substantially exceeds that from profit income. 

( an advance will force a general readjustment of prices which, 

| at intervals, will have a similar effect to movement to a new 

Stability in the price of wage goods—commodities and 

that absorb a large proportion of wage income—is equally 

to forestall resulting demands for wage rate advances. The 


ibly certain that few, if any, of the economists associated with price contro] 
formula to be workable. Prior to the issuance of the General Maximum Price 
as, however, deep concern lest the requests for price adjustments swamp 
| administrative capacities of the agency. Hence, it seemed desirable to announce 
ild keep requests for relief to a minimum. In a series of speeches in the summer 
laimed the immutability of the ceilings established by GMPR with more vigor 

t pleasant to recall. 
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relationships here, including the tendency toward interacting wage an4 
price increases, are familiar and since I have no novelties to add, I w;jj 
not dwell on them further. 

Control of wages and prices of wage goods is the central strategy 
price control in the Disequilibrium System. By contrast, control of hon. 
wage civilian goods, though necessary, is partly a matter of tactics." 
Higher prices in this area do not, as with increases in the prices of wag, 
goods, lead inevitably to demands for general wage increases. The jp. 
creased income of sellers does not necessarily trench on the margin oj 
tolerance; depending on the shape of the consumption functions of th, 
affected groups, their increased income may be partially, wholly, o 
more than offset by the reduction of the spendable funds of others. 

In practice, however, the direct controls are not likely to be suff 
ciently comprehensive or enforceable to keep these higher incomes from 
being used successfully as an inducement to labor or other resources t 
enter the non-wage civilian goods industries. Price control is therefor 
necessary to buttress the direct controls. Moreover, serious questions 
equity and precedent are involved. As a consequence of high profits 
wage levels in these industries would be under pressure; to the extent 
that wage controls in this area were relaxed or circumvented as a result 
this would be a precedent for increases elsewhere. The higher profits 
producers of non-wage civilian goods would also be a point of referen 
for producers of wage goods in their demands for price increases. At 
most, the subsidiary or defensive character of price control for non-wage 
civilian goods suggests only that it need not be as meticulous or as rigor- 
ous as for wage goods.“ 

For war goods, #.e.,end products, capital goods, components or mat 
rials monopolized or largely monopolized by military employment 
price control is, in principle, unnecessary. The monoposony of the pr 
curement authority,” especially when supplemented by actual or mora 
power to requisition, is an adequate substitute for price control. Nor 
need the pricing standards of the procurement authority conform t 


‘8 [ have established this awkwardly titled category to avoid using the term “luxuries 
which in common usage denotes beer, gasoline for pleasure-driving, and other commocities 
that enter generally into the worker’s budget. Wartime experience showed that price increases 
for such items in face of fixed incomes can have the same effect on wage demands 4s 
creases in the price of “essentials.” 

This category of goods exists, in considerable measure, because of incomplete mo! 

It was a distinctive feature of price control in Great Britain that regulation o! 
civilian goods was either loose or non-existent. This I believe accorded more closely with 
ciple than practice in the United States or Canada. But it was possible in part because ' 
British controls over resources were a good deal tighter, in part because more thorough-going 
mobilization of resources had reduced the importance of this class of goods and in part, it" 
be assumed, because a sharper stratification of consumption provided more opportuni 
discriminating between different classes of goods. 


T assume, of course, unified, 7.¢., non-competitive procurement. 
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se of the price control authority. Differentially higher prices for 
itary goods has no obvious repercussion on the price of wage goods; 
her profits and a tendency to upgrade wage rates in this area (unlike 
lar action for non-war non-wage goods) may even be beneficial. 
; expansion of income does, to be sure, cut into the margin of toler- 
But the margin can properly be used for incentives in this area. 
ere are limits, however. Unnecessarily high profits for war goods 
lucers—profits above incentive levels—would unstabilize wage 


ntrols and unnecessarily high wages or profits would become a point 
f reference for entrepreneurs and workers in other fields who are seek- 
r higher prices. 


In practice, some price control for war goods is also necessary. The 


Had 


i 


categories of goods and services which I have established are not 
lusive and price control is necessary for those war goods which also 
r civilian consumption. The wartime experience also showed that 
is convenient to fix prices of commodities like copper and steel 
, although largely monopolized for war purposes, lie several stages 
ved from finished products. However, this is a procedural detail. 
the Office of Price Administration not controlled the prices of 
non-ferrous metals, the government would have speedily been 
ed to undertake some sort of bulk procurement as it did, for exam- 
r rubber. The results—certainly for such a commodity as lumber 
ight have been neater. 


VII 


uring the course of the war, price control came increasingly to con- 
with the principles which, with the aid of hindsight, one can now 
ry as fundamental in the Disequilibrium System. The develop- 
was evolutionary in the sense that the final structure was in- 

need less by an effort to build to an overall design than by a series of 

‘vidual decisions each influenced by at least some of the same con- 

rations that would bear on any effort to design a total system."® 

he special importance of wage goods was recognized from the ear- 


st days of price control although in 1941 and 1942 they shared priority 


tendency for the two processes to achieve the same result is an interesting aspect of 


nt policy-making—perhaps it is what makes government possible. As an example of 
lua! or microscopic decisions, when fully resolved on their merits, conform to a mi- 
pattern, I think of the problem of price controls on certain kinds of non-wage civilian 
irly all of OPA’s critics, at one time or another, attacked these controls—for some 
ings on fur coats inspired them to special anger. On several occasions I found my- 
ling with new colleagues (and once with a new administrator) who were enthusiastic 
‘opping price control on fur coats. When they saw that this action would put a premium 
priced coat manufacture, would draw materials (“trim’’) away from cheaper lines, 
ersed themselves. In doing so they adopted a position entirely consistent with a 
retical pattern for allocating resources and equalizing incentives. Of the existence 
such theoretical pattern they were totally unaware. 


Nie 
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with steel, copper, and other materials in strong wartime demand. Dur- 
ing the first year of the Disequilibrium System a set of unruly circum- 
stances made controls over food and clothing the least effective of the 
regulations. The already half-forgotten Section 3 of the Emergency 
Price Control Act made it necessary to exempt wholesale prices of a 
considerable range of farm products from regulation because they had 
not reached the statutory minimum of 110 per cent of parity. In the 
autumn of 1942, Congress removed the extra 10 per cent handicap but 
prices still had to be adjusted to the upward drift of the parity index, 
Moreover, regulations had to be approved by the Department of Agri- 
culture—a process that almost invariably involved concessions to the 
inflationary bias of some members of that department. Finally, the OPA 
though comparatively well organized for control of prices of industrial 
raw materials was still ill equipped in 1942 for the immensely more com- 
plex task of regulating food and clothing prices. Just as the task was 
undertaken, the staff that had been built up for controlling food prices 
was decimated by the demands of the new rationing organization. 

By June of 1943, however, control over wage goods had come to con 
form closely with principle. The great battles of the spring of 1943 wer 
perhaps the Stalingrad of OPA; when the battle smoke blew away, the 
principle of using subsidies as an alternative to necessary or politically 
inevitable price increases had been established. So had the classification 
of retail outlets and the establishment of firm dollars and cents prices 
for the consumer to watch. Although the effort to associate price with 

uality standards was a disastrous abortion, in the next two years the 
Bureau of Labor Statistics index of cost of food at retail did not rise at 
all; it had risen thirty-six points in the two years before. 

A case could perhaps be made that non-war and non-wage goods wer 
too rigorously controlled by OPA. In the earliest stages of planning the 
General Maximum Price Regulation it was proposed that these items 
be exempt from control—the first draft proposal limited the general 
ceiling to wage goods, or “‘bread and butter” items as they were dubbed 
at the time. In the beginning such a selective regulation had the sup 
port of a substantial majority of the policy-making officials of th 
agency. After a series of meetings, held daily for nearly a month in the 
winter of 1942, opinion gradually shifted to favor an inclusive regulatior 

It probably remained the sense of those meetings that non-wage civil 
ian goods would be kept under somewhat milder restraint than wag 
= However, in the early months of the GMPR the proclaimed fo: 

1ula of allowing no price increases had the effect of making all items 
oii ct to an equally scrupulous control. There was also some fear that 
an easy-going athe y for non-wage civilian goods would create a legal « 

ioral aces. nt for similar standards for wage goods. Finally, there 
had always been a strong conviction (or at least a strong theology 
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members of the OPA staff that price stability and inflation were 
ible. According to this doctrine a price increase for almost any 
iid start an “inflationary spiral.’’ While it is doubtful if many of 
nomists in the agency held this view, it had a powerful influence 


policy. 


In retrospect a more liberal price policy for non-wage civilian goods 
ht have been desirable. Quite possibly some sort of margin control 
iid have been sufficient; certainly a provision for automatic adjust- 
t of hardship would have been tolerable. By reducing the strain on 
OPA’s always over-taxed administrative resources, it might have made 
ice-fixer’s life a little happier and therefore a little longer than it 


ar goods it is evident that the wartime experience conformed 
) my standards. The Emergency Price Control Act itself made 
ction between munitions and civilian goods—when the War 
Navy Departments sought, at one stage in deliberations on the bill 
t the administrator’s authority to price finished armament, they 
red by President Roosevelt to desist. In the winter and spring 
maximum prices were established by formula for a considerable 
components and sub-assemblies used in finished armaments. 
W by supplementary regulation, finished armaments, components 
b-assemblies were excluded from the General Maximum Price 
ition, plans were made in the summer of 1942 to place formula 
on prices of air frames and tanks. The principal objective of 
ures, however, was wage control. At the time no effective 
id been taken toward wage stabilization and it was hoped that 
egulations would limit wage increases by making the granting of 
ncessions by arms manufacturers less painless than it was. 
ng the course of that summer the Undersecretaries of War and 
ght to have all war goods “without a civilian counterpart” 
| from price control. Partly because of this pressure and partly 
wage stabilization came into being, the OPA abandoned the 
By present standards this was a happy withdrawal; it saved the 
from a complex and unrewarding task and one that, in principle, 
ecessary.!? 


val was not entirely voluntary but it was undoubtedly related to a growing 


the system of war mobilization of which price control was a part. For some 
the agreement with the War and Navy Department I had been growing in- 
about efforts to contro] the prices of war goods. I was influenced partly by 
|-spattered criticism we would experience did it ever appear that price con- 

g the production of arms but I also had begun to doubt that control in this 

lose bearing on the problem of inflation. Mr. Henderson, although formally com- 
ise of price controls in this area, had, I believe, more than passing sympathy for 
a ase the agency did not press its jurisdiction over these goods with anything 
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Vill 

I have suggested that in the United States the main reason for being 
concerned over the excess of demand was fear that it would break doy : 
the price controls. These fears were misplaced. The main concern should 
have been over the effect on incentives for there is no determinate point 
at which a properly conceived system of price control will be destroyed 
by an excess of demand. ' 

By a properly conceived system of price control, I mean one that js 
adapted to the markets which it seeks to control. For imperfect markets, 
in particular for oligopoly, this means only price regulations that are 
carefully tailored to the market structure. In such markets, as I have 
elsewhere argued in some detail,’* price-fixing as such presents no prob- 
lem of principle and the war experience came close to showing that such 
markets are not the exception but very nearly the rule. The designing 
of price regulations to fit the structure of such markets, and their en- 
forcement, was OPA’s ablest piece of craftmanship.’® 

Price control under conditions of excess demand in markets that ap- 
proximate pure competition must be supplemented by rationing. In spite 
of brilliant initial successes, this was the area of most dismal failure in 
the operation of the Disequilibrium System. 

From the earliest days of OPA, indispensability of rationing as a sup- 
plement to price control was fully recognized by the economists asso- 
ciated with the enterprise—a fact that is hardly surprising in view of th 
generally unsanguine attitude toward price control. In the accidental 
pattern of such events, I was associated with and in a measure sponsored 
the efforts to have administration of price control-and rationing asso 
ciated, and these efforts were justified and pressed on grounds of the 
economic necessities of the case. As a result, a clause was inserted in the 
original charter of the Office of Price Administration and Civilian Sup- 
ply (OPACS) giving it authority to make “consumer allocations.’ 
When this authority was later lost to the Supply Priorities and Alloca 
tions Board (SPAB), responsibility for rationing rubber tires was ob- 
tained from the dying Office of Production Management because | 
seemed certain that whatever agency rationed tires would eventuall) 
have responsibility for rationing other commodities. 

The early rationing programs were ably conceived and executed 
good case could be made that the rationing of meats, canned goods, and 
fuel were among the outstanding administrative achievements oi th 
war." Meat rationing, in particular, showed the indispensability of 


18 “Reflections on Price Control,” op. cit., p. 479 et seq. 

19 An achievement, in very large measure, of the very talented legal staff of the agen: 

20 A euphemism invented at the time because it was feared that the word rationing hac a! 
unacceptable connotation of scarcity and distress. 

21 These are the views of a well-situated onlooker. Credit for this achievement belongs to 


ty 
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ig for price control for it quickly brought order to markets that 


ontrol, ex-rationing, had reduced to near-chaos. The lesson was 


Vi 


served in the OPA.” 


t, as the result of a remarkable combination of bad politics and 


int stupidity, this fine beginning was abandoned in favor of hel- 


lter distribution at fixed prices. The result was a breakdown of 
controls in these markets—the classic breakdown that under- 


craduates are expected to foretell. The Office of Price Administration 
was not entirely blameless in this debacle. For a brief period there was 


sition by some policy-makers to look upon rationing not as essen- 


ial for price control but as an unhappy by-product of price regulation. 
However, the honors for this piece of destruction rest with the com- 


Lt 
Lave 


czars who shared responsibility with OPA for the rationing 


rams and with the Department of Agriculture. The breakdown 


vith the development of the novel doctrine that increased rations 


be popular with the American people even though supplies were 


Lilable to meet them. The “honoring of ration tickets’ had been 


led, by those who designed the system, as the sine qua non of suc- 


| administration. When this principle was breached the popular 
for rationing disappeared. The consumer was no longer assured of 
aliquot share in what was available and the admittedly cumbersome 


Su] 


ry required for effective rationing became not only burdensome 


perfluous. The integrity and even the usefulness of the rationing 


m having been destroyed, the easy next step was to urge or order 
.bandonment of all rationing controls. This sealed the fate of price 
| in the competitive markets and in large measure the fate of price 


Live 


PN Gs 


|as a whole. The final attack on OPA last summer was enor- 


facilitated by the manifest breakdown of price regulation in com- 
markets, especially in the markets for livestock and meat.* 


IX 


igh I have no doubt that price-fixers will always cite the com- 
ly modest advances in prices during the war years in their own 
, it will be clear by now that my analysis substitutes a different 


stick. That standard is the performance of the system of war mo- 


n as a whole—the system of which price control was merely one 


r Paul M. O’Leary and, among others, to his lieutenants, Harold Rowe, Joel Dean, 
G. Gettell, Thomas Harris, and Charles Phillips. 


Dy 


ember of 1942, I suggested to the “Price School” of OPA that we had come to the 


ere, in some measure, price control “passes out of the hands of the price department 
the hands of the rationing department.” I am sure this view was fairly generally held 


etrating and important history of the attack on rationing from within the Execu- 


Paul M. O’Leary, Am. Pol. Sct. Rev., Vol. XXXTX, No. 6 (Dec., 1945), pp. 1089-1106. 
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part. The directly relevant indexes are those of production rather than 
of price. By these standards the wartime record of price control—o; 
rather of the system of which it was a part—must be counted a good 
one. By some combination of accident and design—the blend will never 
be known—the United States equipped itself with a wartime economij 
organization which, for that war at least, proved wonderfully good. 

Although the system, by all outward evidence, fulfilled its wartime 
objectives, it is interesting that it failed badly in the subsidiary consery- 
ative aim of effecting a smooth return of the economy to the statys 
quo ante. I cannot think, however, that this failure was necessary. It 
was taken for granted during the war years that the disestablishment 
of the Disequilibrium System would have to be gradual. Although it is 
worth noticing that price controls did survive for nearly a year after 
V-J day—a very important twelve months—the system had been weak- 
ened and unbalanced by the premature liquidation of the cortrols over 
resources. The rational course would surely have been to keep both 
price control and the supporting controls over distribution until equilib- 
rium had been more nearly restored and to avoid the disorganizatior 
in the labor market and the inflation of the last year. It is hard to sup- 
pose that anyone who sensed the mood of the country could have be- 
lieved there was danger that these controls would become permanent. It 
is difficult also to suppose that anyone could take seriously the idle talk 
that price and production controls were inhibiting production when a 
freshman would have observed (first) that more stringent controls had 
but recently coincided with the largest expansion in national product in 
history and (second) that the economy was currently in a state of full 
or more than full employment. One finds it strange that this disorgani- 
zation was invited by conservatives. The gods must muse at the reck- 
lessness with which American capitalism is abused by its most voca 
defenders. 

One final point. In this paper I have illustrated points of theory, ir 
the main, from the early years of the war. This is proper for it was the 
that the basic pattern of control was being formed. I do not want to 
imply for a moment that I consider these early achievements more dis- 
tinguished or more difficult than later ones. In the case of OPA, specifi 
cally,lam sure it was a happy decision of President Roosevelt’s to launch 
the agency under the leadership of such an imaginative and courageous 
economist and public servant as Leon Henderson. But perhaps the reall) 
thankless task of the war was that assumed by the public-spirited 
businessmen who took over the going concern, took on its highly vocal 
opponents and protected and developed it for three difficult years.™ 

24 Perhaps the most distinguished public servants of all were those who remained with the 
agency through both regimes. 
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GUARANTEED WAGES 


By WERNER HocHwa.p* 


guarantee plans have become part of the current quest for 

security, and some of their theoretical aspects have recently 
ussed in the economic journals.’ This paper will attempt to 

me further implications of the trend toward more rigid labor 

collective bargaining economy where public policy has to de- 

bargaining unit most likely to harmonize short-run pressures 
with the long-run forces of dynamic equilibrium. In Section 


onomic effects of wage guarantees are discussed; in Section IT 


posals to encourage the introduction of guarantee plans are 


|: and in Section III some tentative conclusions are offered. 


I. Economic Effects 


the freedom of entrepreneurial decision to decrease labor input 
‘t run is limited, the most obvious economic effect of a wage 
is the shift from variable to fixed labor cost. This shift is cf 
t one manifestation of growing rigidities in the factor market 
when the quest for security has become a powerful economic 


through all levels of society. It therefore appears expedient to 


economic effects of wage guarantees in two steps. First, we 


nsider guarantees which do essentially no more than formalize 


existing limitations on entrepreneurial freedom. Second, we 


ilyze plans which would materially add to present cost rigidities. 


rantees Which Formalize Already Prevailing Cost Rigidities 


| wage guarantees are not now and never have been prevalent 
erican economy.” Yet while formal plans are uncommon, most 


s assistant professor of economics at Washington University. 

“Annual Wage Guarantee Plans,” Am. Econ. Rev., Vol. XX XV, No. 5 (Dec., 
70-90; and Wassily Leontief, ““The Pure Theory of the Guaranteed Annual Wage 
r. Pol. Econ., Vol. LIV, No. 1 (Feb., 1946), pp. 76-79. 

iry experience with formal wage guarantee plans has been described in a num- 

cles. For select references, see Laura Thompson (compiler), The Guaranteed 

i Other Proposals for Steadying the Workers’ Income (Washington, U. S. Dept. 

\ comprehensive survey of various agreements has been summarized in Bull. 

5. Bureau of Labor Statistics, Guaranteed-Employment and Annuol-Wage Provi- 

n Agreements (Washington, 1945). For a study made by the National] Industrial 

Board, see F. Beatrice Brower, “Guaranteed-Wage Plans in Practice,” Conference 
igement Record, Vol. VIII (1946), pp. 101-105. 

ent account of past experience and present attitudes has been given by Edwin E. 
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executives® and supervisors, many office and professional employee; 
older production workers, and key employees generally now enjoy , 
considerable measure of job security. The formal wage guarantee the, 
is often only a more careful and more definite statement of manag ria 
policy adopted in any case by most companies which remain in existene: 
for some period of time. A large majority of the successful guarante. 
plans is of just this type, a fact to be expected as long as competitive 
pressures prevent any individual company from accepting a radically 
different cost pattern.‘ 

Formal wage guarantees are based either on an attempt to regulariy 
the actual work schedules beyond what has been customary in the ip. 
dustry,® or simply on the principle of averaging wage payments through 
busy and dull periods, or both. In the latter case, loan and savings plans 
serve somewhat the same purpose as formal wage guarantees. Under 
competitive conditions, all plans must include limitations to be pra 
tical. These limitations may take different forms. As to coverage, eve 
in stable industries the guarantee can be extended only to permanent 
employees, with the practical effect that formal plans may only rephras 
already existing seniority protection. As to time, few plans extend be. 
yond one year, while many companies guarantee less than fifty-two 
weeks’ pay. As to total liability, the guarantee may be suspended in any 


Witte, “Steadying the Worker’s Income,” Harvard Bus. Rev., Vol. XXIV (1946), pp. 306-25 
For another general discussion, see “‘Annual Wage Plans in the United States,” Internat. | 
Rev., Vol. LIIL (1946), pp. 49-58. Management’s approach has been presented by Joseph | 
Snider, ““Management’s Approach to the Annual Wage,” Harvard Bus. Rev., Vol. XXIV 
(1946), pp. 326-38. The three most publicized plans, those of Geo. A. Hormel] and Co,, Nunn 
Bush Shoe Co., and Procter and Gamble Co., have been described by Jack Chernick and 
George C. Hellickson, Guaranteed Annual Wages (Minneapolis, 1945). 

More information is to be expected from the Guaranteed Wage Study sponsored by the 
U. S. Office of War Mobilization and Reconversion. This study was initiated by Pres 
Roosevelt in March, 1945, following a recommendation of the National War Labor Boar 
a thorough inquiry into guaranteed wage plans and the possibility of their future devel 
in American industries as an aid in the stabilization of employment and the regularization of 
production.” An Interim Report of the Guaranteed Wage Study, published by the Office of War 
Mobilization and Reconversion on November 21, 1946, presents findings to date, an 
certain specific recommendations to encourage the introduction of guarantee plans. 

* On the stability of executive salaries throughout the depression, see John C. Baker, Exe 
tive Salaries and Bonus Plans (New York, 1938). 

‘ Cost figures presented in the Interim Report of the Guaranteed Wage Study, worked 
six establishments over a five-year period with fluctuations in employment volume comparade 
to the years 1937-41, show that average annual costs, for the five-year period, of guarant 
continuous full-time pay to substantially all employees would have ranged from 1.5 per 
of payrolls for a paper company to 20 per cent in a steel company. The relatively low 4 
tional cost burden of formal wage guarantees appears to be due, in some cases, to the 
labor costs are already fixed to a remarkable degree. 

5 The much publicized plans of Hormel, Nunn-Bush, and Procter and Gamble provice we 
known illustrations. 
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loyees year after payments for time not worked reach a certain percentage 
njoy a of the guaranteed annual pay roll,® in which case the guarantee has the 
€ then practical effect of a dismissal wage. Total liability is also limited where 
the guarantee is defined in proportion to the value of output.’ Another 
istence most important safeguard is the retention of managerial freedom to shift 
antes workers between different jobs or departments, thus keeping costs vari- 
etitive able as to individual jobs and departments though they may become 
dicall fixed for the firm as a whole.® Finally, a so-called guarantee often 
ints merely to a statement of the company’s policy to maintain a 
ulariz certain degree of wage or employment regularity, without legal compul- 
the in- sion, though in a growing number of recent cases the guarantee has be- 
hrough come part of a formal union agreement. 
S plans While these limited guarantees do not entail any wide shifts in the 
Under prevailing cost structure of the typical firm, they do change to some 
e pra extent input-output relationships. For the individual firm and worker, 
C, even perhaps the most obvious effect is a reduction of labor turnover, the 
nent e or slightly larger fixed total payroll now spent on a steadier labor 
phras force, which in turn is likely to mean improved labor relations and higher 
nd be- abor productivity. It is true, of course, that additional security may 
" iso encourage laxity and lead to a general lowering of morale, but the 
in any experience with annual wage plans indicates that workers have usually 
— responded favorably to well-defined and -administered guarantees. The 
‘ormal recognition of input rigidities, therefore, may actually decrease 
meat Li rather than increase unit cost. This favorable effect will materialize to 
foseph L an even larger extent where wage guarantees are based not on the mere 
ae averaging of pay checks but the actual stabilization of work schedules, 
{yer enforcing a better utilization of the general overhead and thus leading 
an all-round reduction of total unit cost. 
te Be (he public, of course, is benefited by any higher labor productivity 
ward “for and lower unit cost to the extent that these economies are passed on to 
lopment he final consumer. In addition, more regular incomes to the workers 
y result in a favorable shift of the propensity to consume,? irregular 
es encouraging spending habits which accentuate cyclical fluctua- 


s proviso protects firms subject to wide cyclical fluctuations; it has been recommended 
Interim Report of the Guaranteed Wage Study. 
istrated by the “share-the-production” plan of the Nunn-Bush Shoe Company. 
). A. Hormel and Co. has developed three methods to make transfers effective. First, an 
; gang” of new employees is set up from which help is drawn as it is needed seasonally in 
a s departments. Second, various workers receive special training to enable them to 
! ut of their regular department and take over some other production function. Third, 
i] equipment is provided to permit each department to perform more than one opera- 


e favorable effects of the annual wage plan of Geo. A. Hormel and Co. on the city of 
tin, Minnesota, have been described by Jack Chernick, Economic Effects of Steady Em- 
ment and Earnings (Minneapolis, 1942). 
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tion. Finally, the more definite security, which makes for more pro. 
ductive workers, may also act as an independent source of “psychi 
income’”’ for the employees who are encouraged to develop a feeling oj 
“really belonging” to their community and trade. Yet while all these 
advantages may be granted, and the general desirability of wage stabjl- 
ization schemes on the part of individual employers readily accepted, 
the question remains whether more far-reaching shifts in the cost struc- 
ture of American industry, as contemplated by recent union demands" 
in contrast to the limited guarantees thus far discussed," will accrue to 
the public interest. 

2. Guarantees Which Add to Prevailing Cost Rigidities 

The economic effects of a wage guarantee which increases appreciably 
the fixed labor costs of the individual business unit will again be analyzed 
in two steps. Under (a) we shall consider the impact of a shift from vari- 
able to fixed labor cost on the individual firm. Under (b), the complex 
effects on the aggregate economy of a drift towards more rigid labor costs 
will be briefly studied. 

(a) For the individual firm, the most important and most obvious 
result of growing cost rigidities is a shift in the “optimum scale of enter- 
prise.’’ With larger and larger investments in relatively fixed agents 
necessitated by institutional changes in the labor market, the range of 


decreasing unit costs widens for the firm, and the optimum point of out- ° 


put is shifting to the right on the conventional cost-output diagram. 
This trend toward “big business,” initiated by cost considerations, is 
intensified by the growth of uncertainty which results from the employ- 
ment of relatively fixed agents. Long-run commitments in the purchas 
of fixed agents presuppose a longer planning period, a wider “horizon’™ 
of the individual firm, which in turn increases uncertainty and the tend 
ency to protect profit expectations through demand manipulation or 
product diversification. Demand manipulation implies the growth of 
selling costs and all other aspects of monopolistic competition, an at- 
tempt to adjust demand to fixed resources rather than to adjust r 

resources to a shifting demand. Product diversification permits mor 

10 In 1943 and 1944, in dispute cases certified for settlement to the National War Labor 
Board, the large CLO unions demanded guarantees of a full year’s employment for not less that 
10 hours per week, at wartime wage rates, for all employees on the seniority lists. These d 
mands inspired the Presidential request for the Guaranteed Wage Study referred to above; se« 
footnote 2. 

1 The fundamental] differences between the few widely publicized plans of individual en 
ployers in relatively stable consumer goods industries and the recent demands for industr 
wide guarantees in capital goods industries subject to wide cyclical fluctuations have alrea 
been emphasized by Rita Ricardo, op. cit., pp. 885-86. 

12 This terminology has been suggested and defined by Jan Tinbergen, “The Notions of Hor 
zon and Expectancy in Dynamic Economics,” Econometrica, Vol. 1 (1933), p. 247. 
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ent utilization of fixed agents, making costs which are fixed for the 

as a whole variable for individual operations and products. Both 

nd manipulation and product diversification are likely to restrict 

nities for new firms and to increase the optimum size of the 

business unit. Finally, only the relatively large firm appears able 

with certain administrative problems of the guaranteed wage, 

ially where fixed labor costs call for the substitution of former out- 

sressures towards efficiency by new internal incentives and oppor- 

s for promotion—in short, a carefully devised system of personnel 
istration. 

For the aggregate economy, the result of growing cost rigidities 

any simple analysis. If we could accept some standard of perfect 

competition as our test of relevancy, we should view, of course, 

with great alarm all the monopolistic interferences with resource alloca- 

which are likely to follow from the shift toward fixed labor cost. 

But any such approach presupposes that a more flexible cost pattern 

| actually lead to a more efficient resource allocation; it presup- 

; that labor cost rigidities are a cause rather than the effect of re- 

mobility in the labor market; to put it still differently, it pre- 

supposes identity of cost to the private firm with cost to the community, 

y of individual and social cost. Yet such assumption appears un- 

ied for even where labor costs are variable for the individual firm, 

| may be fixed for the community at large as long as the worker 

is unable or unwilling to accept other employment. Resource mobility, 

fore, may be determined by prevailing community attitudes and 

nities, whether these input rigidities find expression in the insti- 

| pattern of business costs or not, and the extent to which labor 

t rigidities actually interfere with or encourage the most “efficient” 

resource allocation will depend on the extent to which they adequately 

t the ultimate community choice between economic security and 

such search for standards of reference to test the adequacy of 

tional cost patterns involves a discussion of factor divisibility, 

letermines the status of resources in the market and their opportu- 

st,and thus raises the most profound problems of social organi- 

for the purposes of this paper, however, we shall ignore these 

implications by stipulating as given a growing quest for secur- 

the labor market, and by further limiting our discussion to the 

ise of most obvious resource misallocation, the case of unemployment. 

‘he question then reduces itself to an examination of some proximate 

ships between fixed business cost of labor input and certain 

s of unemployment, like casual, cyclical, frictional, seasonal, and 

structural maladjustments. It is realized, of course, that any such 
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classification of employment patterns presents a serious oversimplifica. 
tion, but it is hoped that it may prove helpful to establish at least som, 
crude and preliminary tests whether the shift toward fixed labor cog 
will have favorable or harmful effects on the aggregate economy. 

In any attempt to stabilize those employment relations which ay, 
usually described as casual two quite distinct cases can be observed. 
First, there is the worker whose employment is casual because his pro- 
ductivity is low, the marginal worker. Here, any enforced wage guarantee 
is likely to discourage the hiring of new workers whose long-run pro- 
ductivity is doubtful and therefore to discourage employment. The 
attempt to fix marginal labor cost and thus to bar short-run marginal 
adjustments is likely to have disproportionately heavy repercussions op 
profit expectations.” Second, there is the quite different case of an entire 
industry characterized by casual employment patterns, illustrated by 
the building trades and the hiring methods for longshoremen. Here. 
“decasualization” of the industry through introduction of fixed labor 
cost holds great promise for a more efficient utilization of resources 
which are permanently attached to the trade though only intermittent); 
employed. Such “decasualization’’ would conceivably transform a 
large labor pool into a smaller, more regularly employed labor force, 
leading some of the casual workers to look for more productive employ- 
ment opportunities elsewhere and thus actually encouraging resource 
mobility; it would imply great changes in the competitive structure of 
the industry and the optimum size of the typical firm, though larger 
business units, in these conditions, may actually increase rather than 
decrease competitive pressures through technological improvements." 

Proponents of wage guarantees expect them to “provide substantial 
continuity of income to employees even in industries having marked 
sensitivity to cyclical factors.’ Yet where cyclical unemployment is due 
to price maladjustments between different industries and resources, 
any attempt to introduce new cost rigidities is likely to accentuate 
rather than to remedy the fundamental causes of business fluctuations." 
While job security may encourage steadier consumption patterns, any 
favorable shift in the propensity to consume will have much more bene- 
ficial effects on aggregate demand and employment if it is brought about 
13 There is general agreement that any sound wage guarantee must be limited to permanent 


employees. The more difficult question is to find a satisfactory line of demarcation; the very pu'- 
pose of a wage guarantee is, of course, to make a permanent of a casual employee. 

14 A brief description of wage guarantees in the building trades has been given by Chernick 
and Hellickson, op. cit., pp. 66-75. 

16 Quoted from “Principal Conclusions” of the Interim Report of the Guaranteed Wage Siu). 
See footnote 2. 

16 For a fuller discussion of the purchasing power argument, see Rita Ricardo, op. ci, Pi 
885-90. Also Oscar Lange, Price Flexibility and Employment (Bloomington, 1944), and espe 
cially Milton Friedman, “Lange on Price Flexibility and Employment,” Am. Econ. Rev., Vol 
XXXVI, No. 4, Pt. 1 (Sept., 1946), pp. 613-31. 
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nethods which have a less immediate relation to business cost. In- 

| security measures other than the guaranteed wage appear there- 
fore preferable in all situations where the major concern is an attack on 

unemployment.” 

‘Cost rigidities are likely to increase rather than decrease frictional 
nemployment, especially whenever costs are fixed close to the margin 
and therefore discourage marginal adjustments. Idle resources, in those 
ircumstances, will find it more difficult to find new employers. Any 
attempt to overcome frictional unemployment must obviously be con- 
with encouraging rather than discouraging resource mobility 
etween different firms, through employment exchanges and, more 
lamentally, new employment opportunities. Dismissal wages or 
severance pay, as a contribution to moving and retraining expense, may 
ff ore satisfactory method of allocating the social cost of frictional 
inemployment and resource mobility to individual business units. 


Certain types of limited wage guarantees may have the practical effect 
f severance pay. 
Wage guarantees have to make their most important contribution to 


ployment stabilization in the case of seasonal fluctuations where 
resources are attached to the industry but only intermittently employed, 
thus representing a special case of casual employment patterns. Here, 
the trend toward fixed labor cost is likely to have few adverse effects on 
the community, but will encourage the more efficient utilization of 
tors which are underemployed, converting again, like in the case of 
‘casual” industries, a stagnant labor pool into a—possibly smaller— 
labor force. As a matter of fact, most successful experiments 
with wage guarantees, at least thus far, have been based on efforts to 
itigate seasonal irregularities in production schedules, as illustrated 
by the Procter and Gamble Company, manufacturing soap and shorten- 
ng, Geo. A. Hormel and Company for meat packing, and the Nunn- 
Bush Shoe Company.’® 
Perhaps the greatest difficulties arise in an attempt to appraise 
the effect of cost rigidities on structural unemployment where whole 
industries or regions undergo fundamental shifts in their production or 
lemand functions. To the extent that wage guarantees convert a stag- 
nt labor pool into a smaller active labor force, they may encourage 
tward migration of redundant resources and thus contribute to 
urce mobility between industries or regions. Yet fixed labor cost 
y also raise new barriers to interindustry mobility of workers and thus 
ntuate structural maladjustments. There is great danger that the 


ience shows a high mortality of wage guarantees in durable goods industries with a 
sitivity to cyclical fluctuations; see Brower, op. cit., p. 103. 
relative success of wage guarantees in perishable consumer goods industries subject 
nal fluctuations—as contrasted with durable goods manufacturing sensitive to cyclical 
is confirmed by many case studies; see Brower, op. cit., p. 103. 
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quest for security inspires measures which defeat their very objectiy 
keeping resources in industries whose ultimate decline the communi 
cannot and will not prevent, without providing that direction in ep, 
ployment placement which must be given to and accepted by the work 
ers to avoid any undue rigidity in the industrial distribution of the a} 
force.'® 

The economic effects of guaranteed wages on the aggregate economy. 
then, depend on the extent to which the resultant business cost structur 
will conform or interfere with ‘‘economical”’ resource allocation, wher 
“economical” is defined by the ultimate community choice betwee; 
security and change. In cases of cyclical, frictional, or structural un. 
employment, the trend toward cost rigidities is likely to defeat its ver 
purpose of increasing income security, and public policy recommenda- 
tions with respect to the guaranteed wage can therefore be tested by 
establishing some crude categories of employment patterns to which 
they are applied. To this task we shall now turn. 


II. Public Policy 

Under competitive conditions, as indicated before, wage guarant 
of the individual employer cannot go far beyond the formalization of a 
ready prevailing cost rigidities. Public policy has to decide how far 
existing market pressures should be eased or shifted to encourag 
enforce more far-reaching changes of the business cost structure. Sor 
of these shifts in market pressures will occur almost imperceptibly, ir 
dustry adjusting itself to new community attitudes in an effort to cult 
vate good “‘public relations.’’ Others will result from more conscious 
attempts on the part of government to introduce new competitive pat 
terns. In the latter case, two different approaches are possible. Firs! 
the government may provide for guaranteed employment through gen- 
eral compulsory legislation or some general incentives, compensating 
employers for labor cost rigidities by other concessions, e.g., tax pri\ 
leges. Second, the government may redefine collective bargaining pra 
tices and rights in the factor market. Regarding the first approach 
shall limit our discussion to a brief consideration of the recommend 
tions made in the Interim Report of the Guaranteed Wage Study.” T' 
remainder of this section will be devoted to an examination of collect 
bargaining in its relation to wage guarantees. 


1. General Incentives 

General incentives recommended to encourage the introduction 
wage guarantees again take different forms, but all have in comn 

19 For a discussion of these problems against the background of British experienc: 
Gertrude Williams, The Price of Social Security (New York, 1944). 

20 See footnote 2. 
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special inducement to outweigh the competitive disadvantage of 
labor cost. This inducement may consist of (a) tax privileges, (b) 
special subsidies, or (c) exemption from other labor standards, e.g., 

.) Tax privileges for employers refer to either the tax base or tax 
; as applied to firms granting to their workers certain prescribed 
im wage guarantees. A shift in the fax base is implied in the recom- 
mendation to classify contributions to trust funds for wage guarantees 
as allowable expenses under the income-tax laws.” Such proposal, in its 
ical effects, would permit the carry-back of business losses incurred 
as the result of guarantee plans, and therefore would contribute to the 
y sought objective of lengthening the accounting period for 
putation of the income-tax base. Keeping in mind, however, 
at difficulty of distinguishing between desirable and harmful 
ts of wage guarantees on the aggregate economy, any more general 
ion for the averaging of profit and loss in different years would 
preferable to the hazard of deliberate discrimination among 

ss reserves and policies. 

Lower fax rates for employers with a favorable employment record 
en applied through experience rating in unemployment compen- 
Here again, the difficulty of establishing a clear relationship be- 

dividual business policies and the causes of unemployment has 
given as an argument against tax incentives. But if this argu- 
; accepted, the whole system of financing unemployment benefits 
h employer contributions appears of doubtful merit, and as long 
present scheme is retained, therefore, some differential advantage 
dasa result of favorable experience rating offers almost the only 
cation for payroll taxes. The problem remains, of course, that un- 
ent benefits are now paid to two quite distinct categories of 
Some claimants remain attached to their firm or industry and, 

| or seasonal workers, should be, at least partly, maintained by 
er employer. Other workers, suffering from cyclical, frictional 
tural unemployment, should be encouraged to move, and their 
aintenance allocated to different sources. It is this dual func- 
unemployment compensation, as it operates at present, that 
so difficult to find any satisfactory place for experience rating, 
lution is likely to be found only through a more definite recog- 

i the distinct employment patterns the system must be designed 
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Special subsidies to guaranteeing employers are implied in the 
to pay supplementary unemployment compensation to workers 
eceive guarantee payments.” Claimants awaiting recall by their 


il Conclusions” of the Interim Report of the Guaranteed Wage Study. 
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former employer are now paid unemployment benefits in many states. 
though such workers are hardly ‘‘available”’ in the labor market.” Thjg 
practice only highlights the dual function of unemployment compensa. 
tion and the urgent need of functional differentiation for purposes oj 
fund raising as well as benefit administration. With benefits paid to 
workers who remain attached to “their” firm, the temptation grows to 
use general funds for subsidizing individual payrolls, hindering rather 
than promoting the stabilization of actual production schedules. Any 
such practice greatly strengthens the case for experience rating or even 
more effective differential tax advantages to employers whose workers 
do not use unemployment trust funds as a payroll subsidy; it also 
argues against the liberalization of benefits which are possibly used to 
perpetuate stagnant labor pools rather than to facilitate resource 
mobility.™ 

(c) Exemption from other labor standards, to compensate for the cost 
burden of a wage guarantee, is illustrated by attempts to free guarantec 
ing employers from the obligation of having to pay overtime premium 
rates for all work in excess of 40 hours per week.” At present, the Fair 
Labor Standards Act* grants such exemption to employers who guar- 
antee 2,080 hours of employment per year, the equivalent of 40 hours 
per week for 52 weeks. There is a general agreement that this require- 
ment is too strict to promote the wider adoption of wage guarantees, 
especially in industries where the regular hourly rate of pay is already 
high to make up for intermittent employment. By March, 1944, only 57 
firms had availed themselves of the exemption by filing their union con- 
tracts containing such guarantees with the Wage and Hour Administra- 
tion.?’ The desirability of liberalizing these exemptions depends again 
on the rationale of overtime. To the extent that overtime penalty rates 
encourage regular production schedules and a more economical utiliza- 
tion of fixed resources, the standard work-week should be safeguarded. 
On the other hand, a low standard work-week established mainly for 
the purpose of “spreading the work” among a redundant labor supply 
should yield to wage guarantees. 


23 For a survey of prevailing administrative practice, see Olga S. Halsey, “Claimants Await- 
ing Recall—Their Special Problems of Availability and Suitability of Work,” Social Securit 
Bull., Vol. IX, No. 10 (Oct., 1946), pp. 8-15. 

* The importance of functional differentiation in unemployment compensation grows, of 
course, with the liberalization of benefits. As long as benefits are of short duration, they car 
have but little influence on labor mobility. 

*% “Principal Conclusions” of the Interim Report of the Guaranteed Wage Study. 

26 Section 7 (b) (2). 

27 A list of these firms is given in an appendix to Alice L. Nielsen, Guaranteed Employment 
and Annual Wage Plans (Washington, National War Labor Board, Research and Statistics 
Report No. 25, 1944). 
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llective Bargaining 


‘or changes in the cost structure of American industry are to be 
| from the growth of collective bargaining in the labor market 
than the minor incentives discussed above. Collective bargaining 
guarantees brings to a focus “‘the more general tendency to 

he conventional method of monopolistic marketing—which al- 
other party to the transaction to choose freely the amount 

t will buy (or sell) at a given price—with a new kind of agreement 
fixes both the total volume as well as the price of purchase.” 
, as trade unions limit themselves to the setting of a unique price 
.bor hired and let the employer determine freely the quantity of 
hase, the amount of labor exchanged in each transaction lies 
interval determined by Béhm-Bawerk’s “marginal pairs.” 

ions, however, use their monopoly power to influence not only 
rate to be paid but also the amount of labor to be purchased, 
ble ‘‘solutions” of bilateral monopoly are extended, the ex- 
point of equilibrium now being equivalent to exchange under 
ns of perfect price discrimination.”® This wider range of possible 

. in the price-quantity type of bilateral monopoly, as illustrated 
cuaranteed wage contract, reflects the great variety of cost pat- 
hat may result from shifting factor divisibility in the labor mar- 
Pia r range of labor cost patterns resultant from monopolistic 
ty fixing” entails dangers as well as possible advantages for the 
‘regate economy. The dangers are obvious. As long as collective bar- 
s limited to price fixing, unionization affects the competitive 
‘firms and industries through equalizing wage rates, but main- 
importance of non-wage factors, e.g., worker productivity, as 
variable determinants of unit labor costs.*® With the growth of 

y fixing,” the competitive importance of non-wage elements, 

s likely to decline, giving strong impetus to further monopolistic 
tions. Even more serious is the danger of disequilibrium and un- 
ent as a result of different “horizons” on the part of monopo- 
raders. In the purely competitive market, the parties have no 
it to accept the market price. In the monopolistic market, true 
natives exist, and these alternatives are shaped in the minds of the 
lers by their expectations of future supply and demand functions 
their “horizons.” In these conditions, equilibrium implies that 


LV 


b. cit., p. 79. 
ilso John von Neumann and Oskar Morgenstern, Theory of Games and Economic 
Princeton, 1944), p. 564. 


erick H. Harbison, ‘Some Reflections on a Theory of Labor-Management Rela- 
‘Jour. Pol. Econ., Vol. LIV, No. 1 (Feb., 1946), pp. 1-16. 
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the actions and expectations of the different persons trading mug}, 
consistent ;** the wider the range of possible “solutions,” the wider , 
the range of potential inconsistency and unemployment. The priq. 
quantity type of bilateral monopoly in the labor market implies yy 
only potential deadlock between employers and workers aspiring ; 
separate points of their contract curve, but also, and more significan; 
clashes between the conflicting interests of workers attached to differey, 
industries whose yearning for security is frustrated through the yep 
attempts of strong unions to “overprotect” their members agains 
change. 

While these dangers are obvious, they are balanced by potenti 
advantages. Once collective bargaining in the labor market is accepted 
by the community to express its quest for security, any widening in tly 
area of bargaining may facilitate adjustment of the different interes 
represented in the negotiations, the cost rigidities of a wage guarante 
being softened by other concessions. These concessions may refer eit 
to the wage rate or to the system of “industrial jurisprudence,” yw} 
has always imposed serious limitations on labor cost flexibility in | 
unionized trades. Workers covered by a wage guarantee can afford t 
accept a somewhat lower hourly rate than employees whose work js i: 
regular, though in practice this concession would likely take the fon 
of foregoing new demands for a raise rather than of accepting wag 
cuts. More important is the possibility of working out new compromiss 
with respect to those restrictive rules which have traditionally serve 
to enhance the security of union members through some monopolist 
“quantity fixing.’ Seniority provisions may have the indirect efiect 
of a wage guarantee for the older worker, but often take the form oj: 
rigid strait-jacket which seriously limits mobility within the firm; 
outright wage guarantees may offer a more flexible labor cost struct 
than seniority rules if the former are substituted for rather than maé 
supplementary to the latter. Similar considerations apply to all oi! 
shop rules designed to effectuate union job control; whenever wag 
guarantees are broadly defined to permit the transfer of workers between 
different jobs and departments, they may increase rather than decreas 
unit cost flexibility for the employer. Assured of a stable wage, worker 
may be less inclined to stretch out their jobs or to resist labor-saving 
and other technological improvements. They also may develop n 


| See J. R. Hicks, Value and Capital (Oxford, 1939), p. 58. 
See Sumner H. Slichter, Union Policies and Industrial Management (Washington, |! 
This happened on the railroads and in the printing trades; there is evidence of t! 
danger in the newly organized mass-production industries. See Harbison, of. cit., p. 11 
4 Sir William H. Beveridge expects that employment guarantees will lessen the resista 
workers to technical change; see his Full Employment in a Free Society (New York, 194),! 
197. Geo. A. Hormel and Co. inaugurated its three methods of shifting workers betwee 
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to the company employing them, compensating for the cost 
/f a guaranteed wage by lessening the hazards of work interrup- 
| labor disputes. 
hether these potential advantages outweigh the dangers of more 
sive price-quantity bargaining in the labor market, will depend 
he degrees to which narrow and rigid “‘job”’ controls are replaced by 
. broader and more flexible concept of ‘‘work”’ guarantees, the worker 
t insisting on protection in “his” job but conceding freely transfer to 
departments or occupations.® Attitudes favorable to a broader 
pt of wage guarantees can be brought about in two ways. First, 
may be a conscious attempt to condition the mind of the worker 
pt the changes in occupation and location which the employment 
ities require, also to replace market incentives through in- 
ating the worker with some more “professional’’ production 
rds. Yet, while some indoctrination appears essential to any 
f personnel administration, reliance on it as a major force in 
nent direction raises fundamental problems of how to administer 
ction without seriously impairing the individualistic bases of 
ety. A second approach, more congenial to the American scale 
es, implies the search for new standards of efficiency in the 
irket through defining the bargaining unit within which monop- 
nbinations are most likely to harmonize short-run pressures 
rity with the long-run forces of dynamic equilibrium. In this 
r anew concept of ‘“‘workable competition,’ collective bargain- 
wage guarantees receives its public sanction from favorable 
stments enforced on the parties through potential competitive 
s of other firms and resources. For purposes of public policy 
the problem emerges how to discover those bargaining relation- 
the labor market which are most conducive to an “economical” 
| resource allocation, where “‘economical” again is defined by the 
community choice between security and change.*” 


ts (see above, n. 14) with the cooperation of the union. Richard A. Dupree, Presi- 
ter and Gamble Company, said in a recent meeting of the American Manage- 
tion: “We found that once the plan was in effect, we had no trouble getting our 
iment and cooperate with us in working out important procedures of produc- 
is having, say, four people on a line doing what five used to do—because each man 
asn’t going to lose his job if the experiment were successful.” (Executive’s Labor 

ver 13, 1945.) 
ractical difficulties here are illustrated by a recent survey of the National Industrial 
Board, showing that hostile union attitudes, largely prompted by a desire to main- 
laims and departmental seniority rules, have been the most important sin- 
e discontinuance of guarantee plans. The problem is complicated, of course, 


ral unions are involved. See Brower, op. cit., p. 103. 


n M. Clark, “Toward a Concept of Workable Competition,” Am. Econ. Rev., Vol. 
(June, 1940), pp. 241-56. 

lations between security and change are, of course, more complex than the simple 
n of the text suggests. Some security is necessary for a wide “horizon” to encour- 
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Definition of the bargaining unit, implying all the problems of facto; 
divisibility, is the central issue of any market organization, and y; 
shall limit our discussion again to some relatively obvious relation: 
between employment patterns in the labor market and the business cos} 
structure. Collective bargaining through trade unions had its origin jy 
the attempts of journeymen to make more effective their common jn- 
terest as a craft, and business unionism in this country has largely 
evolved on the basis of carefully defined craft jurisdictions. But crafts 
must insist on “job” rather than “work” controls to maintain their 
jurisdiction, and collective bargaining for wage guarantees within craft 
units will therefore add to rather than substitute for prevailing labor 
cost rigidities. Crafts can permit free mobility among different firms and 
industries within their trade jurisdiction, but are excluded by their 
very definition from encouraging occupational mobility within the firm: 
they will not easily concede the attachment to ‘“‘their” trade, even if 
this attachment implies irregular and “‘casual’’ employment relations 
with individual firms.** 

Bargaining for wage guarantees may promise more success with un- 
ions whose structure parallels the organization of industry, and the 
industrial unions of the newly organized mass-production industries 
indeed have made the most articulate demands for guaranteed emplo) 
ment.®* But here another and even more serious problem arises. Whil 
bargaining in industrial units would permit to the parties new cost ad- 
justments through intra-firm mobility, these adjustments are likely to 
be forthcoming only as long as the firm remains under some competitiv: 
outside pressure. Industrial as well as craft unions, however, tend to 
spread beyond the individual firm throughout the “industry,” wher 
industry is defined to comprise all firms which offer products in effective 
substitution. To gain effective monopoly power, the union must see! 
control over a widening area within which is determined the exchang: 
value of goods and therefore the demand price for labor. Once this cor 
trol has been established and ‘industry-wide bargaining’”*® introduced 


age investment and thus may be conducive to innovation and change. On this question 
Joseph A. Schumpeter, Capitalism, Socialism, and Democracy (New York, 1942), pp. 81-100; 
also G. H. Hildebrand, Jr., “Monopolization and the Decline of Investment Opportunity,” 
Am. Econ. Rev., Vol. XX XIII, No. 3 (Sept., 1943), pp. 591-601; and K. E. Boulding, “In Dx 
fense of Monopoly,” Quart. Jour. Econ., Vol. LIX, No. 4 (Aug., 1945), pp. 524-42. On the 
other hand, the rationale of traditional competitive doctrine is based on the obvious fact that 
no long-run security is possible without some opportunity of change. The simple text formu. 
only intends to convey the wide range of alternatives open to the community in devising ba 
gaining relationships retarding or accelerating resource mobility. 

38 One AFL leader, Frank Martel, President of the Detroit and Wayne County Federat 
of Labor, recently has criticized annual wage plans as impractical in seasonal industries an¢ 
has taken the position that workers in these industries can be compensated for periods of 
ness only through higher wage rates; see Witte, of. cit., p. 311. 

** Congress of Industrial Organization, Guaranteed Wages the Year Round (Washingt, 
1945). 


4° “Tndustry-wide bargaining” does not necessarily imply one formal master agreement for 
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| for concessions diminishes, not only as to wage rates but also 
ther elements of labor cost.“ 
price-quantity type of bilateral monopoly in the factor market 
eatly increases the need for maintaining competitive pressures 
product market. Accepting the trend toward “industry-wide 
ing,’ public policy is called upon to find new limitations on 
oly power through carefully confining the “industry,” jealously 
ing the right of new processes and products to compete with the 
shed bargaining unit. The optimum size of enterprise being 
| by cost rigidities, some support of small business offering poten- 
stitutes for the output of large firms becomes imperative, and 
are must be taken that none of the general incentives, discussed 
discriminate against new ventures. Only with these safeguards is 
ny indication that “quantity fixing” in the labor market can con- 
to more “economical” resource allocation, mitigating ‘“‘casual”’ 
sonal unemployment without creating new barriers to those cy- 
and structural adjustments which are essential to the dynamic 
m of a market economy. 
ponsiveness to competitive pressures in the product market is to 
red through providing for alternatives in the selection of repre- 
ves. The right to self-organization of the various factor interests 
the bargaining unit must include the right to designate new rep- 
tives for the purpose of collective bargaining whenever the 
es feel that existing organizations do not serve their long-run inter- 
While this only repeats the recognized labor relations policy of this 
® its execution presents great difficulties. On the part of labor, 
s the familiar problems of the closed shop, union democracy, 
tonomy, rival unions, and protection of minorities, the latter 
coming of increasing concern in conditions of “industry-wide 
ng’ when any individual group anxious to experiment with new 
cations may find itself a “minority.”’ On the part of the em- 
too, the trend toward large-scale organization reduces the former 
tives of shifting among different firms, increasing the strain 
on techniques of internal organization for representing the vari- 
rest groups and assuring responsiveness to competitive change.* 
ining more specifically to wage guarantees, public policy has to 
ww often election of new bargaining representatives should be 
| and thus shifting loyalties among alternative interest group- 


istry. It suffices that one party is strong enough to impose identical terms. The 
he more customary form of industry-wide bargaining in the present American 


yunt of these possibilities see Henry C. Simons, “Some Reflections on Syndical- 
Econ., Vol. LIL, No. 1 (Mar., 1944), pp. 1-25. 
n 9, National Labor Relations Act. 


juestion see Robert A. Gordon, Business Leadership in the Large Corporation 
ngton, 1945), pp. 317-40. 
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ings encouraged, a decision implying the standard duration of collecti, 
agreements and commitments. Any time limitation exerts an obvyioys 
check on monopoly power, but may also narrow the “horizon” of th, 
parties and give undue weight to short-run expediencies in contrast with 
constructive long-run efforts to bring about a more economical resource, 
allocation. In this dilemma, guaranteed wages must be appraised 
against the broader background of a collective bargaining economy. 
where attempts toward steadying the worker’s income express not only 
a growing quest for security but also a concomitant diffusion in the 
functions of management. The shift from “job” to “‘work’”’ controls. 
which is implied in cost adjustments stirred by wage guarantees, repre- 
sents only one incident of the joint search for an answer to common 
problems which is the essence of collective bargaining where manag: 
ment must rely on its personal and leadership qualities rather than on 
its line authority. In such an environment, the sphere of exclusive man- 
agement prerogatives shrinks, and the locus of management becomes 
less distinct. The result may be to impair management efficiency, to 
create inflexibility of operation and some resistance to change, but such 
“bureaucratic stiffening of the joints’ may also be the price to be paid 
for the continued loyalty of the community to a reasonably free market 
economy. 

Public policy must maintain at least some competitive pressures j 
the product market to prevent these “bureaucratic” tendencies fron 
defeating through resource immobility the very ends they are thought 
to accomplish, lest a community frustrated in its yearning for security 
under the necessarily somewhat ‘“‘disorderly”’ processes of democracy) 
and free enterprise turn to new “efficiencies” under some “totalitarian” 
indoctrination. Looking at guaranteed wages then in a wider perspec- 
tive, they are a phase in that rhythm of history which has been di 
scribed by a great American economic historian: ‘“The amount of per 
missible free competition ... varies with the social need. In differing 
degree it must always be active . . . but it must always be subject mor 
or less to group control, for the interest of the group predominates, and 
each member of the group consciously or unconsciously acknowledges 
this. The self-centered, active individual is a disruptive force, and ther 
are periods in the rhythm of history when the cake of custom must bi 
broken, when that disruptive, innovating energy is socially advanta- 
geous and must be given freer opportunity. But the social or group motiv 
is even then latently powerful, while for normally longer periods of the 
rhythm the motive of social stability and order enjoys the more marked 
social approval. It then becomes active in building and defending social 
institutions and in seeking security for its members”. 

“ Edwin F. Gay, “The Rhythm of History,” Harvard Graduates’ Magazine, Vol. XXX 
No. 125 (Sept., 1923-24), p. 12. 
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cy III. Conclusions 
am following statements may serve to indicate the nature of our 
with ynclusions: 
a [he fragmentary experience with wage guarantee plans refers 
oe to cases where the guarantee does essentially no more than 
om ize already existing limitations on entrepreneurial freedom; in 
ak ircumstances formal programs for security of employment may 
: th ve industrial relations and labor productivity. 
heals To the extent that wage guarantees add to already prevailing 
epr s cost rigidities their most important economic effect on the 
nl al firm is a shift in the “optimum scale of enterprise’; their 
nan the aggregate economy will depend on their relation to general 
me e mobility in the factor market. 
ma Public policy must attempt to harmonize individual business cost 
none on with the social cost determined by general resource mobility 
tor market; such attempt implies the distinction between 
or seasonal employment patterns, where workers remain at- 
a a given labor market regardless of wage guarantees, and 
ae r structural unemployment, where income security programs 


some incentives to mobility appear preferable to wage guar- 


fron {- Most of the general incentives recommended to encourage the 

ugh tion of wage guarantees do not adequately distinguish between 

arity t employment patterns; the problem is illustrated by the diffi- 
finding a satisfactory place for experience rating in unemploy- 
npensation. 

5. Wage guarantees established through collective bargaining may 
labor productivity and unit-cost flexibility whenever they are 
ted for instead of added to other union job controls and thus 

tate intrafirm resource mobility; this result is to be attained more 

, ely in industrial rather than craft bargaining units. 

Collective bargaining in the factor market will receive its most 

rtant incentive for favorable cost adjustments through competitive 

there struggles in the product market; maintenance of competition in the 
| pl t market is therefore most likely to harmonize short-run pres- 

\ta- r security with the long-run forces of dynamic equilibrium in 

r market. 

f the /. Industry-wide bargaining which eliminates competition in the 

t market is dependent on the development of non-market in- 
es; any such development implies fundamental changes in the 
listic bases of a free enterprise economy. 
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FEDERAL RESERVE OBJECTIVES AND POLICIES 
RETROSPECT AND PROSPECT 


By E. A. GOLDENWEISER* 


At the time the Federal Reserve System was established there was 
little consciousness in the minds of its proponents of the quantitative 
approach to credit which was later generally accepted as the basis of 
central banking policy. For example, Paul M. Warburg in summarizing 
what the Federal Reserve act was supposed to achieve said in a letter 
to Senator Glass in 1913: “From now on we shall witness a gradual 
elimination of the bond secured currency, of scattered reserves, of im- 
mobilized commercial paper, and of pyramiding of call loans on th 
stock exchange.” These four objectives represent closely the ideas for 
which Carter Glass stood at the time he sponsored the Federal Reserve 
act. There is no suggestion of a general control or regulation of the sup 
ply, cost and availability of money, to say nothing of broader objectives 
such as economic stability. Such understanding as the builders of the 
System had of broader purposes is vaguely indicated in the phras 
“‘accommodation of commerce and business”’ which occurs in the original 
act in connection with the establishment of discount rates. 


Purposes of the Federal Reserve Act 


What the builders of the Federal Reserve System were constructing 
was machinery by which temporary scarcities of funds and particularly 
of currency could be met by obtaining accommodation from a central 
reservoir. The concentration of reserves in the twelve Federal Reserv: 
banks was intended to remove them from New York where they were 
supposed to be feeders of speculations and make them available instead 
for use by all member banks whenever their own funds were not sufficient 
to accommodate commerce and business. In practice, while the Federal 
Reserve System has made it possible for all member banks to obtain 
additional funds by rediscounting with the Federal Reserve banks, the 
practice of holding large balances with New York banks where they can 
be used to make street loans has continued. This practice, which the 
authors of the act wished to eliminate, as a matter of fact performs a 
useful anticyclical function. In times of short demand for funds locally 


* The author, at present a member of the Institute for Advanced Study, Princeton, N. )., 
was formerly director of the Division of Research and Statistics of the Board of Governors 0! 
the Federal Reserve System. The present paper was originally presented to the Seminar 0 


Monetary Policy at the Institute for Advanced Study. 
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w to the money market, where they ease conditions and en- 
capital flotations. When local demands increase, that is, when 
ss becomes more active, these funds flow back to meet regional 
is, conditions in the money market harden with a consequent 
ing influence on speculation. With the elimination of the rigidity 
re-Federal Reserve mechanism, the reasons for attempts to elimi- 
- flow of funds in and out of New York have lost much of their 


\s protection against the Federal Reserve System becoming an in- 
ary influence the framers of the act relied largely on restrictions 
haracter of notes eligible for discount, which were limited to 
idating commercial and agricultural paper, and on the imposi- 
onvertibility and reserve requirements on the Federal Re- 

nks themselves. 


Factors Overlooked in 1913 


riginal conception of the workings of the Federal Reserve Sys- 
rlooked two fundamental conditions, which have since become 
in the actual operation of our banking system. First, that the 
for which a note is drawn has no relationship to the use to which 
ds of the rediscounted note are put. Secondly, that a dollar 
| from a Federal Reserve bank can become the basis of a credit 
n several times as large. Another concept of which the planners 
t were not aware and which is perhaps the most fundamental 
ing the others is the difference between the impact of Federal 
yperations on the banking system as a whole as contrasted with 
t on individual banks. It is apparent that the relationship be 
character of discounted paper and the use to which a borrow- 
k puts the proceeds, even if such a relationship existed, could 
bly extend to another bank to which the funds might be trans- 
he idea is particularly meaningless when multiple expansion on 

basis of reserves is taken into consideration. 
ighout its history the Federal Reserve System has been under 
pell of a dichotomy between the original concept based on selective 
n of individual transactions and individual banks and the 
r idea of operation through general controls applied to the bank- 
tem as a whole. To a considerable extent the concept of general 
bal regulation has been centered at the Federal Reserve Board 
New York, as the money market and the point of contact with 
tional affairs, and has been the background of interpretation by 
System’s economic staff, while the selective and individual bank 
f{ view has been dominant at the other Reserve banks in their 

; with member banks. 
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Interlocking of Ideas 


While the quantitative or general approach was dominant in Federa! 
Reserve discussions in the 1920’s, the selective control idea was never 
abandoned or ignored. For example, in the Annual Report for 1923 
which lays down the general principles of credit policy, considerable 
emphasis is placed on the quantitative approach, but nevertheless jp 
this report occurs the following sentence: “The Board is fully aware of 
the fact that the problem of credit extension involves the question 
amount or volume as well as the question of kind or character; otherwis, 
stated, involves a quantitative as well as a qualitative determination,” 
This would suggest that the primary approach was qualitative. Further 
on in the same paragraph: “It is the belief of the Board that there will be 
little danger that the credit created and contributed by the Federal] 
Reserve Banks will be in excessive volume if restricted to productive 
uses.”” This suggests what was in the minds of the framers of the act. 
namely, that if every individual extension of Federal Reserve credit is 
on a proper basis, the aggregate cannot be excessive. This ignores th 
concept of multiple expansion. The 1923 report sums the matter up as 
follows: “Administratively, therefore, the solution of the economic prol 
lem of keeping the volume of credit issuing from the Federal Reserve 
Banks from becoming excessive or deficient is found in maintaining it in 
due relation to the volume of credit needs as these needs are derived 
from the operating requirements of agriculture, industry and trade, and 
the prevention of the uses of Federal Reserve credit for purposes not 
warranted by the terms or spirit of the Federal Reserve act.” There is 
still no recognition of multiple expansion. 

The fact that this approach confused the administrators of Federa 
Reserve credit was apparent in many instances. For example, there was 
a widespread belief that acceptances purchased by the Federal Reserve 
banks could not be the basis of inflation because the acceptances origi 
nated from trade in commodities. Consequently, bill rates were reduced 
on a munber of occasions at a time when the Federal Reserve System 
was attempting to restrain the growth of credit. This is what happened, 
for example, in the autumn of 1928 and again in the summer of 1929. 


Crucial Decisions by the Federal Reserve System 
A brief review of crucial credit policy decisions by the Federal Reser\ 
System might be suggestive in indicating the philosophy of credit policy 
underlying these decisions. 
1. Discount rates were raised in 1919 and 1920 as anti-inflationary 
measures of a quantitative character. An important reason for these 
moves, however, was the mechanical fact that the reserve ratios of the 
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eral Reserve banks were approaching the legal minimum. That these 
ns were not altogether aggregative in approach, but also aimed 
eral +t prevention of abuses by individual banks, is indicated by the fact 
Ver that progressive discount rates were adopted at several Federal Reserve 
)23 . -s. A formula was devised by which at some banks it was determined 
. how much accommodation each member bank was entitled, and the 
$ in rate progressed rapidly when this quota was exceeded. The most dra- 
e of matic result of the plan was that one bank paid as much as 87} per cent 
. a portion of its borrowings. The fact that the amount involved was 
vise trivial did not prevent the incident from being widely used as an indi- 
mn.” tion of ruthlessness by the Federal Reserve System. 
ther ; progressive rate approach reflected another conception held by 
| be inners of the System, namely, that the Federal Reserve banks 
eral their loanable funds from member banks; hence, no member is 
tive titled to use more than its share. This concept does not recognize the 
loped later that the Federal Reserve banks create funds rather 
ss them on from one member bank to another. The idea is also 
yn its own terms, because even if the purpose of the Federal 
D as Reserve System were to make it possible for banks needing assistance to 
through the Federal Reserve banks, from other members 
ve ing excess funds, it would not be consistent to confine banks in need 
it In iditional funds to their share of the total for all member banks, in- 
ved ng those with excess funds as well as those with deficiencies. 
a 2. The second crucial decision was the adoption in 1923 of the prin- 
t open market operations shall be guided with a view to ac- 
lating commerce and business and with regard to their bearing 
general credit situation of the country. This was a recognition 
er f the quantitative principle and of the unity of the twelve Federal Re- 
was inks as well as of the different assets in their portfolio. It placed 
rv n market policy on the same basis as discount rate policy. One por- 
: ! open market operations, however, namely, the purchase and 
iced juidation by Reserve banks of acceptances, was left outside of the 
tem trol of the open market committee, which was guided by the above 
1€d principle, and even of the Federal Reserve Board. The acceptance busi- 
carried on as a separate activity with primary reference to the 
and expansion of the acceptance market. There is no evidence 
was recognition on the part of the operators of this market of 
nship to the total volume of Federal Reserve bank or member 
lit. 
In the spring of 1924 the System adopted a policy of easy money 
both in the reduction of discount rates and in open market 
s. It was a period when business was declining but credit was 


easy and there was a movement of gold into the country. The reasons 
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for the policy were largely international but it was at that time that the 
foundation for future credit expansion was laid, because the proceeds 
of the gold and the securities purchased during this period were not used 
to reduce discounts which were low but were added to member bank 
reserve balances. These additional balances were largely the basis of 
the speculative credit expansion which occurred in the next four or five 


years. 

4. Asimilar but less important program of easy money was pursued 
in 1927. While this policy was less significant than that of 1924 because 
the effects of open market purchases were offset by gold exports, it has 
received more attention by commentators. This was presumably due to 
the fact that it occurred immediately before the final spurt and the col- 
lapse of the stock market boom. 

5. In 1928-29 the System was engaged in attempting to restrain t! 
rapid increase in security loans and in stock market speculation, Dis 
count rates were advanced and securities sold in the open market. As 
already mentioned, however, the continuity of this policy of restraint 
was interrupted by reductions in bill rates in the autumn of 1928 and 
the summer of 1929. 

6. The 1929 incident deserves more detailed reference. The influenc: 
of the selective approach and of the belief that the use of Federal Reserve 
credit can be controlled by attacking the behavior of individual banks 
in a particular credit field was apparent in this period. The Board wished 
“to restrain the use, either directly or indirectly, of Federal Reserv: 
credit facilities in aid of the growth of speculative credit.” At that time 
the Board objected to discounts by Federal Reserve banks of paper 
offered by member banks which had a large volume of loans on the stock 
exchange. The theory that these banks would be prevented from making 
stock exchange loans because such loans were not rediscountable had 
by that time been abandoned, but faith in the ability of the Federal 
Reserve System to control a general situation by regulating the behavior 
of individual banks still prevailed. There seemed to be no recognition 
the fact that the reason the banks were heavily in debt was that th 
country had lost gold exports and that the Federal Reserve banks had 
sold securities in the open market. There was no way for banks to get 
out of debt or to reduce their debt except by a process of ten to one liq 
dation which the Board would never have been willing to inaugurat« 
sanction. No effective restraint of individual banks was possible, how 
ever, short of such large-scale liquidation because both street loans and 
Federal Reserve funds moved freely from one bank to another. Neither 
was there recognition of the fact that pressure on the money market 
banks would result in an even greater tightening of money and a sharper 
advance in rates to business borrowers than would have resulted from 
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.n overall advance in discount rates.’ It is clear in retrospect that the 
Board should either have ignored the speculative expansion and allowed 
lapse of its own weight, as has since been maintained by post- 
inalysts, or it should have pursued a policy of a rapid rise in dis- 
rates with a view to breaking the speculative expansion quickly 
the tightness of money had an opportunity to affect productive 
listributive enterprise. The course pursued by the System followed 
r of these paths and was indicative of confusion and inadequate 
standing of the forces that dominate the money market and of the 

t of Federal Reserve action on the banking system. 
{ interest to note in passing that the Board was emphatic in 
‘ that it neither assumes the right nor has any disposition to set 
p as an arbiter of security speculation or values. At that time 
1s orthodox Federal Reserve doctrine. An offer by the Dow-Jones 
‘i : ; to install a ticker in the Federal Reserve offices was virtuously 
\. turned down. Federal Reserve authorities, however, could not fail to 
% that the most important factor in speculative credit expansion as 
| a great danger to economic stability was involved in the rapid 
security prices. In the Securities Exchange act of 1934, which 
Board power to determine margin requirements for security 
- the purpose of preventing excessive use of credit in this field, 
mula laid down is based entirely on the rate of advance of indi- 

ecurity prices. 
-_ 7. The next crucial decision by the System was the one which led to 
scale open market operations early in 1932 when $100,000,000 
rnment securities were purchased during each of ten consecutive 
n [t was by far the largest series of transactions ever undertaken by 
co. pa tral bank for the purpose of easing credit conditions. The de- 
*: engage in this action was primarily on a quantitative basis. 
sal \Vhat was desired was a general easing of credit conditions and the plac- 
e disposal of banks of a larger volume of reserves. There was 
nt of selectivity in the action, but there was recognition of the 
of paper eligible for discount in the portfolios of many banks, 
onsequent need for Federal Reserve credit flowing into the 
through a different channel. 

\fter the opening of the banks in March, 1933 there was such a 
ile return of currency from circulation and later such a large 
{ gold from abroad that the credit situation became extremely 
ithout, however, resulting in a break in the economic depression 


s example of the independence of operations in the acceptance market is that in 
{ 1929, when the Board refused to approve an advance of discount rates from 5 to 6 
the rate on acceptance was raised to a range from 5} per cent to 5} per cent, depend- 


riues. 
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which was gripping the country. By the summer of 1936 the banks had 
accumulated a large amount of excess reserves which made member 
banks largely independent of the Federal Reserve banks. In order ¢, 
make it possible for these banks to intervene, if and when a speculative 
expansion would threaten, the Federal Reserve Board decided to use its 
newly acquired power to raise reserve requirements in order to immobi- 
lize a part of the excess reserves. Thus the Board adopted a policy 
limiting potential as distinguished from actual credit expansion. It was 
careful to state that what it was dealing with were potentials and that 
the current policy of monetary ease would be continued. At that tim, 
such a dual policy was feasible because the banks still had a large volume 
of excess reserves even after increased requirements were met and be- 
cause there were continued gold imports. In these circumstances th¢ 
action taken had no perceptible effect on monetary conditions. 

In the early spring of 1937 excess reserves were once more large and 
there was evidence of a minor boom in industry and in security values 
For these reasons the Federal Reserve Board once more used its power 
over reserve requirements and raised them to the full amount permitt 
by law, that is, to double the basic level prescribed in the act. In taking 
this action the Board once more stated that monetary restraints were 
not a proper remedy for the current situation and that the policy 
monetary ease would continue. In retrospect it seems that at this stag 
the statement and the action were not altogether consistent. A reductio 
of excess reserves to a relatively small volume, particularly at a tim 
when banks had been accustomed to a substantial volume of excess re- 
serves, and at a time when the economy had not yet recovered from 
pression, was definitely a restraining action, even though possibly a 
minor one. If the action should have been taken at all, it should hav 
been stated that it was for the purpose of exerting moderate restraint 
in view of the development of unhealthy conditions. The action was 
interpreted as a restraint and has gone down in the record as one of t! 
important elements ushering in the serious reaction of 1937 and 1938 
This interpretation is not justified by the facts but the lesson to be lear 
from this experience is that central banking action should always | 
simple and easily explainable. A restraining action should not be taker 
with reliance on explanatory statements to indicate that no restraint 
was intended. The market will place its own interpretation on the actic! 
and this interpretation may make the action more restrictive than 
statistics alone would indicate. The psychological effect of central bank 
action, which is always an important part of its effectiveness, should 
be confused by verbiage. A prompt total or partial reversal of an 
action, by the use of the same or another instrument, when undesirab! 
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itions develop, is not evidence of inconsistency or vacillation, but 
rtness to changing conditions and of flexibility of monetary policy. 
lhe next series of Federal Reserve actions had to do with the war. 
neral, during the war quantitative considerations were almost com- 
ignored and action was throughout based on a strictly selective 
namely, the support of government finance. When the war broke 
ce volume of government securities was purchased in order to 
nt a break in bond prices. From then on and throughout the war 
y was one of providing banks with enough reserves to purchase 
sovernment securities that were not taken by other investors and 
intaining stable bond prices and yields. In the pursuit of this policy 
System purchased securities whenever it was necessary to support 
arket. It established a fixed rate at which Treasury bills would be 
hased at the initiative of the market and adopted a preferential dis- 
rate for paper secured by short-term government obligations. 
tative controls were abandoned except to the extent that various 
were pursued to encourage investment in government securities 
bank investors and the discouragement of such investments by 
particularly in so far as long-term securities were concerned. The 
ibout long-term securities in itself indicates that considerations 

an the mere quantity of bank credit entered into the policy. 
[his overall expansive policy resulting from the necessary sup- 
f the government security market was accompanied by attempts 
aint on a selective basis. Selective instruments of credit regula- 
ised during this period, and in the case of margin requirements 
1934, differed from the earlier approaches to selective regulations. 
ifference was primarily in that the selection had no reference to 
of Federal Reserve credit. It was not erected on the shaky 
ition of an imaginary relationship between the nature of collateral 
the use to which credit was put, nor on the theory that the aggregate 
ank credit could be controlled by regulation of the behavior of indi- 
member banks. Both in the case of margin requirements and 
mer credit regulations the attempt was to reach market trans- 
ns directly. The regulations, moreover, were not limited to trans- 
ns by banks but included, at least theoretically, all transactions of 
i specified character. In the case of security loans the impact was pri- 
n brokers and in the case of consumer credit on distributors. It 
sible to adopt these restraints without interfering with war 
because the regulations resulted in diminishing the demand for 
‘limiting the borrowing capacity of a prospective purchaser of 
securities. It did not, as do general regulations, depend for the 

tion of demand on increasing the cost of credit. 


Tra 
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Margin Requirements 


Authority for the Federal Reserve Board to impose margin require. 
ments on loans secured by listed stocks made by brokers and dealer: 
by banks and by others was a part of the Securities Exchange act oj 
1934. This act, as well as the Banking act of 1933, represented the legis. 
lative reaction to the speculative excesses of the late 1920’s and the sub. 
sequent crash in the stock market. For the most part the act is intended 
to protect the investor against unfair practices in the marketing oj 
securities. The section dealing with margin requirements, however, js 
only indirectly concerned with such practices. Its stated purpose jis { 
prevent the excessive use of credit in buying or carrying securities. But 
since the section dealing with margin requirements is a part of a lay 
which has a different objective it was feasible, without glaring inconsist. 
ency, to exempt large groups of transactions. For example, in the , 
of banks it does not apply to bonds or to unregistered securities, not 
withstanding the fact that a credit expansion could be based on s 

| loans as well as loans on listed stocks. There is evidence in this legisla. 

| tion as well as in other features of the banking laws which have been 

discussed before of the idea that the nature of the collateral somehoy 

protects the economy. It must, in fact, be admitted that large specula 
tive expansion on the stock exchange is not likely to be based 
securities, the market price of which is not subject to wide fluctuations 
and that the limitation of the amount of credit that can be extended o: 
registered securities is likely to cover the main field in which excessiy 
expansion for speculative purposes usually occurs. 

As already pointed out, the formula laid down in the law makes n 
reference to the volume of credit and is based entirely on the behavior 
or prices of securities. The formula was in effect (with one advan 
the maximum rate) from the time in October, 1934 when the regulati 
became effective until April 1, 1936 when a flat 55 per cent was substi- 
tuted. In the autumn of 1937 the rate was reduced to 40 per cent and 
remained at that level for about seven years until February 4, 1945 
when it was raised to 50 per cent. On July 5, 1945 it was raised to 75 
per cent and on January 20, 1946 to 100 per cent where it remained until 
February 1, 1947, when it was once again reduced to 75 per cent. 

There is no conclusive evidence of the extent of the influence of these 
changes of margin requirements on the volume of credit used in the mar 
ket nor on the behavior of security prices. It could hardly be expected 
that this relationship would be apparent at a glance (see Chart I 
Throughout the period the amount of customers’ debit balances has 

been relatively small, which must be ascribed to the existence of a large 


amount of cash and to the absence of an active speculative bull n 
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re than to the establishment of margin requirements. During the 
ntinuous rise in the stock market from the early part of 1942 to the 


nd and third quarter of 1946, borrowings on stock exchange col- 
.| increased substantially. In 1945, however, while stock prices con- 
ied to rise, street loans declined and this decline became more rapid 


er the 100 per cent requirement was established. 
[he recent reduction of the requirement to 75 per cent was motivated 
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fact that inflation had largely run its course” and that the law 
i\uthorize the use of margin requirements for the purpose of per- 
tly prohibiting loans by brokers to customers. Such a prohibition 
nsidered and voted down at the time the law was under considera- 
On the basis of the amount of street loans or the movement or level 
rity prices the recent reduction in margin requirements was logi- 
| justified. A strong argument can also be made for it on the 
| that there is little excuse for using the maximum permissible 
int, on a selective basis, in the field in which there is the least 
ce of unhealthy expansion. It is mainly the statement that infla- 
is largely run its course, with its implication that action was justi- 
ntire sentence in the statement reads: “It now appears that inflation has largely run 


e, assuming that fiscal, labor and management policies, such as I have indicated, are 
Statement by Chairman Eccles, Federal Reserve Bulletin, February, 1947, p. 150. 
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fied on general as well as on selective principles, that is open to question, 
Fundamentally conditions are still dominated by inflationary pressures, 
There is still an excessive supply of money and a shortage of goods, as 
well as the highest national income on record in time of peace. It could 
be argued now as a year ago, when margin requirements were raised. 
that any use of credit for helping finance the transfer of stocks from one 
group of owners to another was, in the circumstances, an excessive use 
of credit. Central bank action should be considered in its role as a signa] 
as well as from the viewpoint of its immediate effects in a given field of 
credit. If it is to be so viewed, then it is clear that present conditions do 
not justify the issuance of a signal of relaxation. On the other hand, if 
action is taken on a strictly selective basis, then it should not be so 
implemented as to be susceptible of interpretation as an indication of a 
general attitude by the monetary authorities. 

It is too early to say on the basis of experience to date that stock ex 
change speculation can be controlled through margin requirements. The 
record, however, is reasonably clear that the amount of speculation on 
credit can be reduced by this device. Wild-cat speculation on a shoe 
string which characterized 1929 certainly could never occur legitimately 
at a time when margin requirements were high, to say nothing of a 
period when the 100 per cent requirement practically ruled out stock 
exchange credit. Control over margins on security loans is, therefore, 
clearly a useful additional instrument of credit regulation in the hands 
of monetary authorities. 


Consumer Credit 


Discussions of the possible effect of the rapid expansion of instalment 
purchases on the business cycle were not uncommon in the 1920's. It 
was recognized at that time that purchases in excess of current incon 
through the use of instalment credit were likely to expand the demand 
for goods, and particularly for automobiles, in a period of relative pros- 
perity and that the necessity of making payments on previous commit 
ments would accentuate the decrease in current buying power in period: 
of recession. The effect of instalment buying on changes in the volume 
of demand would be more pronounced while the practice was expanding 
and would be less powerful when the secular trend ceased to be upward 
While there were discussions of the subject as long as a quarter of 
century ago, the matter was not subjected to careful study until n 
later. 

In the ’thirties and ’forties a number of careful studies were made anc 
the general conclusions previously reached by deductive reasoning were 
largely sustained by examination of the record. Professor Haberler, for 


example, in a study published in 1942, reached the conclusion that 


GOLDENWEISER: FEDERAL RESERVE OBJECTIVES AND POLICIES 331 


credit intensifies the cyclical swings in consumer expenditure and hence 
nomic activity, functioning like an amplifier or resonator.”’ And 
ther place, “there can be no doubt that economic stability would 
moted if it were possible, without changing the long-run volume 
| trend of credit, to mitigate its cyclical fluctuations or, still better, 
ring about an anti-cyclical pattern in credit—that is, if credit could 
expanded in depressions and contracted in prosperity periods—so as 
unteract the cyclical fluctuations in consumer expenditure and eco- 

activity in general.” 
Nothing was done, however, in this field until the war emergency in- 
luced a number of other considerations that made the regulation of 
mer credit desirable. The impetus for introducing such regulations 
from various sources. Some large manufacturing concerns were 
sted in restraining the public demand for their products at a time 
they had to convert their plants to war uses. They believed that 
be easier to make the transition if public demand for their 
ts declined rather than if the diminishing product was constantly 
| up in the market. The government was also interested in di- 
¢ the demand for civilian goods which could no longer be sup- 
it it was also interested in diminishing the creation of credit for 
in use in any field as a part of its general desire to protect the 
y from inflation. There was also considerable support for the 
tion of consumer credit arising from producers and dealers who 
| to be protected from competition by over-eager concerns 
h were willing to take a chance on sales with small down payments 
ng periods of maturity. Some concerns were also favorable to 
gulation as a good way to sidestep unreasonable demands by 
ers and in the case of charge accounts as a help to the collec- 
debts. Some elements of the public were also favorably disposed 
uragement of instalment buying on broad ethical or thrift 
ls—one should not buy until one had saved the money to pay for 

ls purchased. 

: was, therefore, a fairly widespread favorable atmosphere for 
itroduction of consumer credit regulation which was undertaken 
Board of Governors under an executive order issued by the 
ent on August 9, 1941. Regulations issued under the order listed 
number of commodities of a durable type that would be subject 
egulation and prescribed minimum down payments and maximum 
irities. In the spring of 1942 the regulation was extended to cover 
y semidurable goods. It was also made applicable to charge accounts 
| to instalment loans as well as limited single-payment loans by 


At the time that the regulation went into effect total consumer credit 
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was in excess of ten billion dollars, of which aboat two-thirds was jp. 
stalment credit (see Chart II). The rapid decline in consumer cred; 
from that level to less that five billions in early 1944 was due principally 
to the disappearance from the market of the goods that were most com. 
monly sold on instalment as well as to the rapid growth of money income 
arising from financing the war. It is not possible to determine to what 
extent the decline was accelerated by the introduction of regulation, 
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After the end of the war total consumer credit began to advance once 
more and in recent months was approaching ten billion dollars. The rise 
was much larger in charge accounts than in instalment credit. In De- 
cember of 1946 the Board modified the regulation, limiting its applica- 
bility in the instalment sales field to twelve, instead of thirty-six, groups 
of commodities and simplifying the procedure. This was not intended 
as a relaxation of the rules, but as an attempt to find a means of con- 
trolling the main volume of consumer credit in peacetime without too 
complex an organization and without too much interference with the 
operations of business. 
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problem of whether consumer credit regulations should be made 


manent part of the equipment of Federal Reserve authorities is 
inder discussion. The Board of Governors in its 1945 Annual Re- 


commended its continuance under permanent law. It is clear that 
. continued it will have to be on grounds of its anticyclical effects. 
pecial considerations that prevailed during the war will not be 


elling in the postwar period and it is not part of the duties of the 


sovernment to protect dealers from eager competitors or to help 
ment stores to collect their bills. The extent to which consumer 
regulation can help to fatten the business cycle is not established 
t it would be a measure that could be used in the right direction 
rdly be doubted. 
sition to the extension of consumer credit regulation is in line 
widespread desire to diminish or do away with all wartime 
[t should be remembered in this connection that the question 
ation of consumer credit is not one that arose solely during the 
| that general regulation of the growth of credit has been govern- 
policy for a long time. Another line of argument against the 
is that their effects are trivial and not worth the expenditure 
rference with business practices. It is true that there is no way of 
to what extent the regulation would limit the expansion and 
tion of consumer credit. The fact, however, that the expansion 
| may be as much as five billion dollars or more makes it difficult 
iss the matter as trivial. 
is also criticism of the regulation because it is complex and in- 
. great deal of machinery as well as because it reaches outside 
ng field. The complexity of the regulation has been substan- 
luced by recent simplifications. Extension beyond the banking 
ired by the regulation of security loans and may be considered 
ment of strength because it influences the credit demand close 
irce. There have been less substantial arguments against the 
yn on the ground that it would induce persons to sell their sav- 
ds in order to buy automobiles or other durable consumer goods. 


is point there is no evidence that this would be the effect, and from 


int of view of credit administration it is not clear that it would 
much difference. If a person were determined to buy an automo- 
volume of bank credit and the amount of money would be 


y affected by borrowing for the purpose of buying a motor car as 


ng a savings bond which presumably would result in the govern- 


t having to borrow that much more from banks. 


is another argument which is made against consumer credit 


lation which has considerable political weight. It is said that it 
minates against the poor man and particularly the veteran who 
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has not had an opportunity to save money and who therefore woylq 
have to go without the automobile or the washing machine, while the 
man who was making big wages in war industry would have the saving, 
necessary for the down payment. It may be questioned, howeyer 
whether the discharged veteran is not as likely to have the down pay. 
ment as anyone else. The argument furthermore applies in general to the 
whole economic system under which a person who has money can gra 
tify more of his wants than one who has not. It is doubtful whether the 
general equity of the distribution of desirable commodities would be 
improved by the elimination of consumer credit regulation. If it wil 
contribute to the prevention of inflation, that is, a rise in prices, con. 
sumer credit regulation will be more in the interest of persons with 
limited means than of the well-to-do. 

It would seem, therefore, that a well-organized and carefully adminis. 
tered regulation of consumer credit would be a useful additional weapon 
in the hands of the monetary authorities and would contribute to their 
ability to moderate the ups and downs of the business cycle. 


Possibility of Extending Selective Credit Regulation 

It may be possible, and desirable, in fact, to consider extending 
selective regulation of credit to fields other than security and consumer 
loans. A sector of credit that is particularly well adapted to selective 
control is real estate and construction credit. The National Housing 
act gives the government considerable authority in determining down 
payments, valuations, and maturities on insured home mortgages. This 
law was intended to protect mortgage holders and to encourage building 
activity during the depression. It also aimed at reorganization of the 
mortgage market on a permanent basis. Owing to the conditions during 
which the law came into operation, and the resulting emphasis on expan- 
sion of activity, this machinery has not been generally used with refer- 
ence to regulating housing loans with a view to counteracting cyclical 
developments. Early in 1938, however, when a business reaction was 1 
progress, down payments on low-priced houses were reduced and ma- 
turities lengthened with the result that building activity turned y 
earlier than other sectors of the economy. 

It may be that it would be wise to do in this field what was done in the 
securities field where regulation of credit was separated from the a¢- 
ministrative machinery of supervision of the stock market and invest: 
ment procedure and placed in the hand of Federal Reserve authorities 

Real estate loans other than for housing are now subject to a great 
deal of regulation in the National Banking act and in other laws. It 
may be that anticyclical use of these regulations is also feasible and such 
use would expand substantially the incidence and effectiveness of credit 
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ition. It is clear in any case that close coordination of policies 
d by all agencies granting or controlling credit extension would 
bute to the ability of monetary authorities to diminish the swings 
yusiness cycle. 
Coordination of Credit Policy Instruments 
present is a particularly opportune time for developing tech- 
f selective regulation and their possible extension to other fields 
it because of the difficulty in the way of using traditional methods 
regulation which in the final analysis rest on changes in the 
rate 
speak of controlling the supply, cost and availability of 
make a distinction between these three elements which is 
many connections. But ultimately they find expression in the 
ney, that is, in the interest rate. It is for this reason that the 
thodox techniques is greatly complicated by the growth and 
n of the public debt. There is general recognition of the sig- 
nce of the growth and magnitude of the debt and the character of 
hip. Its growth as measured by official statistics has been from 
fty billions in 1940 to two hundred and sixty billions at the 


ld be fruitless at this time to discuss how much more of the cost 
ould have been raised by taxation or what methods could 
1 followed to place a larger proportion of the debt among in- 
ther than banks. The facts, briefly stated, are that of the pre- 
ie of debt a hundred billion is owned by commercial and 
Reserve banks, twenty-five billions by insurance companies, 
illions by mutual savings banks and the remainder by individ- 
financial corporations and public bodies. 
xistence of this volume of debt issued at a rate not exceeding 
ne-half per cent for the longest maturities (except relatively 
yunts of prewar bonds) makes it practically certain that the 
interest rate will not be permitted to rise. Official statements 
this view. Not only would such a rise increase the cost of bor- 
he government at the time of refunding but it would make 
the capital value of securities acquired by institutions and 
in support of the war effort. The government is determined 
repeat the experience after the first World War when government 
ies went down to the 80’s. One reason, among others, for this 
nation is in the size of the debt and its dominant position in the 
s financial structure. 
the long-term rate is, therefore, anchored at 2% per cent, the 
eral credit regulation through the interest rate is limited to 
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such changes in shorter-term rates as can occur without affecting the 
long-term rate. This limitation on rate policy, however, leaves a ony 
siderable field in which action is possible. Past experience demonstrate: 
that the existing spread between short and long-term rates is not , 
normal condition; it is the freezing of a relationship which developed 
during a period of large gold imports and extreme monetary ease, on th 
one hand, and a low level of activity and a reluctance to make long-ter» 
commitments in view of the uncertainty of the business outlook, on the 
other. Over the years short-term rates have been above long-term rates 
more frequently than below them. There is, therefore, considerab), 
room for credit policy action on the short-term rate even though th 
long-term rate remain fixed. A narrowing of the spread between th 
rates would result in diminishing the incentive for banks to sell short 
securities to the Federal Reserve and thereby acquire reserves whic} 
would be the basis of purchases of a multiple amount of bonds. 

Bank holdings of short-term securities have diminished rapidly during 
the past year. Bill holdings have been almost eliminated; holdings 
notes have gone down substantially and those of certificates have be: 
cut in two, while holdings of bonds have increased. At the Federal Re- 
serve banks, on the other hand, holdings of bills have increased to six- 
teen billion and holdings of certificates are at seven billion, while bonds 
and notes are less than one billion. 

Some flexibility in the rate at which Federal Reserve banks would 
buy 7/8 per cent certificates would be helpful. The 3/8 per cent thre: 
month bill has ceased to be a market instrument, and can be disregard 
ed. Developments during the past year have made the situation som 
what different from what it was twelve months ago because bank 
has been contracting as a result of liquidation of short-term securities 
through the use by the Treasury of its balances accumulated during t! 
last war-loan drive. On the other hand, bank loans to business have 1 
creased substantially and prospects are that they will continue to 
crease at an even higher rate as business will require funds for larger 
inventories and for working capital. Large holdings of liquid assets | 
the public do not prevent numerous businesses and individuals from re- 
quiring additional funds as business expands. For the immediate futur 
therefore, a policy of moderate credit restriction appears to be indicate 
as a means of preventing the already excessive supply of money from 
growing still farther beyond the available volume of goods. 

In order to be freer to carry out such restriction it is desirable to s 
manage the public debt as to protect a considerable portion of it fro! 
the impact of changes in market rates for money. It is for this purpos 
that the Board of Governors has suggested the imposition on banks 
secondary reserve requirement to be held in cash or bills or certificates 
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move would help to free the hands of Federal Reserve authorities 
suing a restraining credit policy. Another proposal by the Board 
limit the amount of long-term paper that members may hold in 
to their demand deposits. Such a provision would restrict the 
ion of bank credit through sales of short-term securities to the 
.| Reserve and purchase of several times as many long-term bonds. 
If these methods of insulating a significant part of the public debt 
it into operation, then it would be desirable to increase the 
power over reserve requirements. They are now at the maxi- 
rmitted by law, except in New York and Chicago where they 
raised from 20 per cent to 26 per cent. If the Board is to be given 
litional power over reserve requirements, it would be desirable 
t authority to impose higher requirements on additions to depos- 
stinct from existing deposits. This device would eliminate the 
cto character of a straight increase of overall requirements and 
nfine the effects of the action to operations undertaken by the 
r the new requirement will have gone into effect. This would 
much easier for the Board to take action because it would elimi- 
juestion of unmerited hardship that might result to individual 
m an overall increase in requirements applicable to all deposits. 
; adaptation of the machinery for credit control to conditions 
¢ after the war were put into effect, it is believed that Federal 
,1uthorities could exercise a substantial degree of influence over 
th of credit. There appears to be a tendency to consider action 
time unnecessary because during the past year there has been a 
in bank assets. This attitude, however, may be dangerous. 
tion of bank holdings of government securities by the use of 
us Treasury balances obscures the fact that there has been a 
th in commercial and real estate loans as well as in demand 
Current changes must also be viewed with reference to the 
ary volume of money owned by the public—which holds a 
; inflationary threat. It is possible that these funds will be 
bile for years until the economy grows up to them. But it 
t be safe or wise to run the risk of encountering the effects of an 
| use of the existing money supply or of its increase through 
n of savings bonds or other securities—without being prepared 
appropriate measures of restraint. 
been stated, the great increase in the public debt is an impor- 
ent in the situation which has to be taken into consideration in 
; the machinery of credit control and in its administration. It 
presence of this new factor in the economy, rather than the sup- 
inance of the Treasury over the Federal Reserve System, that 
the change in conditions and requires altered techniques for 
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handling monetary regulation. The technical powers of the Federal Re 
serve System for credit restraint are far greater than they have ever beep 
because its portfolio of twenty-five billion dollars of government secur; 
ties can be used to contract the credit base by an unprecedented amount 
But the System must exercise this power with consideration of th 
possible effects on the holders of government securities and on the , 

of government financing. If the necessary additional powers be given 
the Federal Reserve System by Congress, then cooperation between th 
Treasury and Federal Reserve authorities for a common objective would 
enable the monetary authorities, even in the difficult domestic and 
world situation which exists today, to contribute to the maintenance 
economic stability. 


MONETARY MANAGEMENT AND CREDIT CONTROL 


By ALLAN SPROUL* 


subject of this paper is money management and credit control. 
[ embark on a discussion of this subject, I should make two 
nts. The first statement is that while I must include observations 
nanagement of the public debt, I cannot and do not speak for the 
Secretary of the Treasury. He speaks for himself. My second statement 
t | cannot and do not speak for the Federal Reserve System. The 
Reserve System as created by the Congress of the United 
in fact, a federal system. There is the Board of Governors at 
Washington having broad powers of policy making, supervision, and co- 
n. There is the Federal Open Market Committee composed of 
bers of the Board of Governors and representatives of the 
Reserve banks, which has specific authority over the open 
perations of the banks. There are the twelve Federal Reserve 

| their boards of directors, which have been given certain 
powers and which have certain powers of advice and counsel 
out of those statutory powers. This is a federal system; it is at 
the same time national and regional; some powers have been 
the central agency, some to the constituent parts, some to a 
ition of the two, and some have been reserved, as usual, to the 
including the Federal Advisory Council. I cannot speak for such 

; certainly not with regard to the future. I can try to interpret 
ice it has been fixed by the appropriate body within the System 

[ go beyond that, I am merely giving my personal views. I can 
ak as one individual who participates in the work of the System. 
undertaken this discussion of money management and credit 

| with some hesitation. I am not unmindful of the fact that there 
| election recently, and the voters seemed to express impatience 
ntrols of various kinds which they had borne with varying de- 
{ resignation during the war. But money mangement or credit 
s not a war baby; it is the product of many years of growth and 
pment; at least since the establishment of the Federal Reserve 
r is president of the Federal Reserve Bank of New York. The substance of the 

s originally presented before the New Jersey State Bankers Association, De- 

46. A closely related discussion by Woodlief Thomas, director of the Division of 

| Statistics, Board of Governors of the Federal Reserve System, will be found in 


ngs of the American Economic Association, American Economic Review, Vol. 
\AXAVIT, No. 2 (May, 1947), 


Ri 


340 THE AMERICAN ECONOMIC REVIEW 


System in 1914. It was made necessary by the key position which mone, 
and credit occupy in our democratic society and our capitalistic ecop. 
omy. And, by the same token, the powers of money management anj 
credit control must be so limited and so administered as not to hamper 
that society; not to destroy that economy. 

Our primary job is the overall credit administration of the country 
and our objective must be to make credit policy serve the demands 9; 
sustained high production, high income, and high employment, whi, 
preserving public faith in our currency and our credit. We have long 
since learned, of course, that credit policy is not the sole determinant of 
economic health or sickness. The high hopes of a specific treatment of 
our economic ills, which concentrated on central bank operations in the 
1920’s, and which tended to center around fiscal policies in the 1930's 
have been disappointed in the past, and, I believe, will be disappointed 
in the future. An integration of all of our various economic programs 
necessary and then, if we are to avoid totalitarianism, or State capital- 
ism, or State socialism, we have to relate these programs to the social 
habits and individual desires of millions of human beings without t 
detailed compulsions. It is an intricate, complicated, difficult task. It 
suggests that humility should be combined with hope if we, in the Feder 
al Reserve System, are to play our part well. 

I believe that over the past thirty years the Federal Reserve System 
has acquired the experience which should enable it to acquit itself 
decently. And I anchor that belief in the unique federal character of 
our System. It has been said, in the past, that the only way to insure the 
proper participation of the Federal Reserve System in any reordering 
of our financial affairs, is to deprive the System of all taint of privat 
participation. The government, so the argument runs, would be willing 
to place full reliance in the System’s existing powers, or to grant it nev 
powers, only if every vestige of private participation in its management 
were removed. I know that this is what is happening to central banks in 
other countries, and that it appears to be a growing political philosophy 
abroad. But so far as we are concerned it seems to me to be a misreading 
of the longer-term future and a miscalculation of the policy which wil 
best serve us now. Rather than seek powers by trying to make the 
Federal Reserve System just another government agency, we should 
able to claim powers because we are a successful working example oi 
government functioning in the economic field, with the aid and support 
of private business. Our experience in government-business cooperati 
—government having the dominant voice as it should have in the field 
of monetary and credit policy—may be a signpost along the way t 
solution of one of the major economic problems of the postwar years 
the relation between government and business in our whole economy. 
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What are these powers I am talking about which the Federal Reserve 


system tries to exercise? In laymen’s language, and we are all pretty 


laymen in this field, they are the powers of “money management.” 
is a term which is likely to arouse the sensibilities of all those who 
‘ interference with what they call “natural economic laws.”’ 
\r tural economic law” in this case usually is thought of, if only 
in terms of restoration of an automatic gold standard, nation- 
lly internationally. 

Nationally, I make the assumption that the gold standard, in terms 
ncy freely convertible into gold, has disappeared and is not 
turn. This I do, not because I am fearful of what might hap- 
resumed specie payment, but because I fail to see the advan- 
h resumption. There is no lack of faith in our currency or our 

thout domestic gold convertibility, and the restraints of such 
rtibility are not needed to insure wise administration of our 
ry affairs. In fact, if reimposed, they would not guarantee such 
[his has been amply demonstrated in the past. Restoration of 
lation within the country would seem to me to be a step back- 

e historical evolution of “‘money.” 
Internationally, the gold standard still persists and performs a useful 
it it is not automatic. And in so far as it ever was automatic, 
. particular time and in a particular set of economic circum- 
ept in its earliest and most rudimentary form it was a gold 
ipplicable to the time and circumstance of England’s 19th 
sition in the world. It rapidly became more of a sterling 
| than a gold standard, and it flourished with London as the 
d financial center of the world, with Great Britain as the 
rter of capital and the great importer of raw materials, and 
st of the trading world largely revolving about the center. In 
as an adjustment between one economy and the rest of the 


ly, and more clearly as it became necessary to cope with 

is efforts of many nations to adjust their economies during 
epressions, elements of management crept into the gold stand- 
while it was still referred to as and considered to be automatic. 
nks became more and more aware of their powers and re- 
ties. They said that they were working on the lender of last 
ry, but this in itself interfered with the automatic working 

| standard. And they went beyond this conception because 
ed them to do so. Perhaps the most striking example of this 
ition was the recognition, during the interwar period of the 
ntury, that movements of capital might be perverse—that 
' redressing international balances they might accentuate 
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unbalance. This did not conform with gold standard theory, but 
“hot money” of the years between the wars did not respond to ia, 
it responded to speculative urges and political fears. 

Certainly since the end of the first World War we have had more an¢ 
more management of money in the international sense, even though , 
return to the gold standard was one of the early goals of that perio, 
The central banks of the world, under the leadership of the Bank 
England and the Federal Reserve Bank of New York, were in the a; 
cendant during the decade following that war, and they vg 5 the ar. 
cepted instruments of money management internationally, ’ ‘hey still 
had respect for the gold standard, but they thought it necessary and 
desirable to supplement its working. Sometimes they acted to alleviate 
seasonal strains, or temporary shortages of foreign exchange on the part 
of one or another of the countries of the world. Sometimes they acted t 
accelerate the effects of an inflow or an outflow of gold, which was 
relatively easy because of the multiplied effect of the fractional resery 
system. 

Obviously they failed to restore either the pre-1914 gold standard or 
international monetary stability. But we should not be too hasty in 
attributing that failure to men or to the semiprivate character of th 
institutions they served. They were pioneers, and gallant and coura 
geous pioneers, in the development of common international economi 
policy through consultation and cooperation. They were the legitimat; 
forerunners of world organizations such as the International Monetary 
Fund; and that institution, which is now beginning to function, will d 
well to profit by their experience. Their failures were not so much fail 
ures of men and institutions—they were failures resulting from t! 
tendency we have to place too much emphasis on financial arrang: 
ments, not enough on underlying economic conditions and the individ 
ual problems of particular countries. A world organization run solely 
and directly by national governments will not solve the problem any 
better than did the semipublic central banks, if the problem itself is 
misconceived. 

That is why the successful outcome of the negotiations on trade and 
economic arrangements which have recently been the subject of pre- 
paratory meetings in London, and which will be continued during th 
coming year, is so important, so essential, to the success of the inter- 
national financial organisms already created. International monet 
instability, and currency devaluations, and exchange controls havé 
been, most often, the reflection of basic disturbances in a countrys 
international position, or of international cyclical movements of wid 
amplitude. Statesmen and economists could condemn currency d 
valuation or exchange controls, as they condemned war, but these 
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ena still persisted. It doesn’t do much good to tell a primary 
ing country, of small means, which has suffered two or three bad 
ts, or which has had its exports drastically contracted because of 
yn in a major industrial country, that it must avoid exchange 
r currency devaluation because that would not be “‘cricket’’— 
| not be “gold standard.” 
It is true, of course, that there has also been a shift of emphasis in 
y management” from the maintenance of international exchange 
to the maintenance of domestic economic stability. Monetary 
es are coming to be less and less defined with reference to the state 
itional gold reserves and the international balance of payments, 
and more in terms of domestic economic stability. It is the 
y of reconciling domestic stability and prosperity with inter- 
| balance which is the core of the exchange problem today—the 
h the International Monetary Fund and the International 
Reconstruction and Development are setting out to help to 
[t means a considerable degree of management of money inter- 
uly. But it also requires a recognition of the fact that the prob- 
lamentally, is not financial—it is a problem of production and 
of costs and prices, and of the maintenance of a stable, growing 
1y in the principal countries of the world. 
What we need to retain from the gold standard days, whether pure 
itomatic, or adulterated and only semiautomatic, is a realization 
‘cannot escape wholly from the disciplines which the interna- 
id standard imposed on domestic action. Persistent unsound 
policies in the fiscal and monetary field, persistent deficits in a 
y’s current balance of payments, will end up in international 
ity no matter how much management you have. Asin many other 
ns, the late English economist, John Maynard Keynes, has said 
s said it well, and has said it, perhaps, to the confusion of some of 
young disciples, who followed but could not always correctly 
t the master; who have not been so agile of mind and so free to 
ir position as he was. In his last essay which discussed the 
| States proposals for consideration by the International Confer- 
eon Trade and Employment, Lord Keynes said: 


We have here sincere and thoroughgoing proposals, advanced on be- 
the United States, expressly directed towards creating a system 
ows the classical medicine to do its work. It shows how much 
t stuff, gone wrong and turned sour and silly, is circulating in our 
ilso incongruously mixed, it seems, with age-old poisons, that we 
ive given so doubtful a welcome to this magnificent, objective ap- 
ich a few years ago we should have regarded as offering incredible 

f a better scheme of things. 
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I must not be misunderstood. I do not suppose that the classical medic; 
will work by itself or that we can depend on it. We need quicker and lec: 
painful aids of which exchange variation and overall import control are the 
most important. But in the long run these expedients will work better and 
we shall need them less, if the classical medicine is also at work. And if we 
reject the medicine from our systems altogether, we may just drift on from 
expedient to expedient and never get really fit again... 


ne 


Nationally or domestically, I think most of us will agree that the 
question of ‘‘money management” was thoroughly studied and calmly 
decided by the review of our national experience, the examination of th 
experience of other countries, and the investigations of our existing 
banking and credit system which preceded the adoption of the Federa| 
Reserve act in 1913. How successful we have been in the administratio, 
of the act, and of the various amendments which have been adopted 
particularly the Banking acts of 1933 and 1935, may well be a matter of 
some difference of opinion. But I know of no serious body of opinio: 
which seeks to abandon money management, as it has developed over 
the past thirty years. The Federal Reserve System has made a place for 
itself, as a part of our banking and credit machinery, and has fortified 
its position by performing services which could not have been othe 
rendered during two struggles for our national existence. 

The principal new problem which now faces us in the successfu 
management of money grows out of our participation in World War II 
It has been created by the tremendous increase in the size of the federal 
debt and by the extent to which public debt obligations have become a 
part of our banking and institutional assets. On the one side this has 
emphasized the relative importance of fiscal policy and debt manage- 
ment, as contrasted with monetary policy, as a means of economi 
control, and on the other side it has greatly reduced the area in which 
monetary policy is free to work or can work effectively. 

The cost and the availability of credit were the twin weapons 
domestic money management as practiced by central banks. In my 
opinion, substantial changes in interest rates, affecting all maturiti 
such as were formerly employed for purposes of monetary control, are 
now impractical. I deem them impractical because of their effect on the 
prices of public debt obligations, and therefore on all those holding such 
obligations, and their effect on the cost of public debt service. At | 
same time control over the availability of credit has been substantially 
relinquished, for the time being, by obligations or responsibilities whic! 
have been assumed in support of the government security market 

At the beginning of the recent World War it was decided that 
expenditures for war purposes should be financed at stable, not rising, 


rates of interest such as the pressing needs of previous wars had pr 
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o make this decision effective, a pattern of rates for government 
was established, with Federal Reserve support. The almost 
consequence of the fixing of this pattern, which meant sup- 

the commercial banks with whatever funds were necessary to 

the pattern, was pretty constant pressure on the longer-term 
ually, therefore, the war was financed not at stable rates of 
st, but at declining rates. We came out of the war with short-term 
| pegged where they were when we went in, but with the longer- 
tes under steady downward pressure. So long as differences in 
and the risks which longer maturities are supposed to involve 
rived of their significance, the tendency of interest rates is to 
ether at one figure for all maturities. If the short end of the 
is fixed, that means that the long end will tend to decline. 

r loss of control over the cost of credit. 
ly with the control of the availability of credit. In its simplest 
support of the government security market has meant and 
; that the commerical banks, in large part, have the initiative 
ining whether or not reserve bank credit is to be created or 
ed. If the commercial banks sell government securities and 
t will not absorb them at somewhere near the going prices, we 
dual buyers. If the commercial banks have surplus funds, and 
t securities of the kinds they want are not available in the 
t least without a substantial run-up of prices, we are the ulti- 

In either case we are not the masters in our own house. 

y out of the dilemma, the loss of control over the cost and 
ty of credit, would be to transfer our interest and our affections 
ntitative credit controls to qualitative credit controls. We 
ich now, the control of credit used in the stock market and 
| of consumer credit. Our experience with these controls has 
iltogether happy, but it is my opinion that they are worth 
that we need them, at least until something better has been 
Jur economy is peculiarly susceptible to the influence of wide 
the use of credit in the stock market and in the mass distribu- 
isumers’ durable goods. These swings have tended to accen- 

t booms and our depressions, and in so far as they can be 

by credit controls, it is a contribution to stability. The 
ition of these controls is possible without interfering too 
th that independence of decision which will permit individuals 
ss enterprises to adapt their practices to the needs of a dy- 
inding economy. When you think of extending such controls 
fields, however—and this would be necessary if qualitative 
ire entirely to supplant quantitative controls—you find your- 
ring perilously far from the kind of private enterprise economy 
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we are trying to preserve. I think we must still try to see what we ca; 
do with quantitative controls. | 

In current thinking the quantitative approach has had at least ty 
expressions. The Board of Governors of the Federal Reserve System jy 
its 1945 annual report to the Congress suggested that the present powers 
of the Federal Reserve System, granted in very different circumstances 
are inadequate to deal with present or possible future situations, and 
that we shall have to have new powers if we are to be held responsib) 
for credit control—for ‘‘money management.” The Board suggested 
that consideration might be given (1) to requiring banks to maintain , 
secondary reserve in the form of Treasury bills and certificates of 
debtedness, which would be superimposed on our present cash reserve 
system, (2) to the control of long-term security investments of com 
mercial banks, and (3) to an increased authority to change cash , 
primary reserve requirements of banks. I am not going to try to explair 
analyze or discuss these proposals. Their discussion could form t! 
content of one or more separate papers. I can only say that I think t 
have little relevance as far as meeting present problems is concerned. | 
do not believe we can expect Congressional consideration of and act 
upon such fundamental changes in our banking system in the near 
term future. 

It has seemed profitable to me, therefore, to concentrate on what y 
might do with our present powers and our present skill, combining 
resources of power and skill with those which the Treasury uses in 
managing the public debt. Money management and debt management 
as distinguished from fiscal policy which depends largely on Congres- 
sional action, are today’s Siamese twins of effective and usable pow 
and influence in the hands of those who have executive authority and 
responsibility. I think that it is possible to do something with them as 
they stand. What we do need not be spectacular nor drastic. It has not 
been sufficiently recognized, perhaps, that the very size of the publ 
debt and of the bank holdings of the public debt have made the mon 
market much more sensitive to relatively modest action than was 
formerly the case. The fact is, of course, that we have been using the 
modest approach in debt and money management—elimination of the 
preferential discount rate, retirement of government debt out of Treas- 
ury balances, increases in acceptance buying rates—and that so far 
this approach has been measurably effective in the economic situation 
in which it has been used. Aggressive bank bidding for longer-t 
government bonds has been diminished, at least temporarily, the pr 
sure on longer-term rates of interest has been reduced, the banks hav 
been in intermittent need of reserve funds, and some short-term rates 
interest have risen slightly. 
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It is true that this is weak medicine in terms of combating inflation. 
a It has done little to reduce the volume of funds already created and in 
is of the public, and nothing to increase the supply of goods and 
; available to the public. I have heard of no practical program of 
ontrol which would accomplish these purposes. So far as inflation 
erned, ours is essentially a holding operation. 
is only one final and compelling and satisfying answer to the 
» and B® esent lack of balance between the supply of goods and services and the 
y of money, and to the present danger of our climbing another loop 
ost-price spiral. That is an increased supply of goods and serv- 
ying out of increased production per man hour—out of in- 
| efficiency of men and machines. That is the only way we can 
late the increases in costs which have already taken place in our 
structure. That is the only way we can prevent a further 
. ise in prices, or bring about a decline in prices, without the hard- 
9 ship and suffering of depression and unemployment. Responsible man- 
ment must know that this is the problem; that putting into effect a 
crease to meet every wage increase is no real solution. Respon- 
r must recognize that its own interests, as well as the interests 
ole community—our standard of living—are bound up in the 
kage with output per man hour. Recognition must lead to 
ywever, or little will be accomplished. And action will require 
ration of our incentives to investment and to work, and of the 
; for slackness in production, whether of management or labor. 
Without adequate incentives for superior performance and without 
ble penalties for inferior performance, it is flying in the face of 
n experience to expect increased production per man hour. 
Unfortunately, the whole world will be affected if we ride the roller 
f boom and bust. We shall not be the only ones to suffer for 
America’s national income represents perhaps two-fifths of the 
’s total income. It is certainly the most dynamic and significant 
the world economy. If we exhibit a lack of responsibility in our 
economic affairs, we shall betray a world which is looking to us 
lership, and which depends on us, in large part, for its own sta- 
y. Those who are concerned with the direction of American business 
American labor need to ponder this, not only because of its econom- 
ations but because of its international political implications. 
to lead the world toward enduring peace, we cannot afford to 
our influence and weaken our world neighbors by economic 
. fm “esponsibility. No one who lives, as we all do, in the shadow of the 
4 atomic bomb, should forget that fact for one instant. 
This partial digression should make clear, I think, that I attribute to 
management only a very secondary role in meeting the major 
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problems of today. It is important, however, that it be free to work ip 
the right direction. That is the significance of what might be called the 
next step in the modest approach to restoring credit control—breakine 
out of the strait jacket of the pattern of rates, in which we voluntarily 
allowed ourselves to be tied and fastened during the war. By that I mean 
specifically, the defrosting of the presently frozen short-term rates op 
government securities. I do not suggest this as an urgent matter of the 
moment; other actions and other factors have given us and are giving 
us time to consider the problem. And I recognize that the benefits of 
tration. But it seems to me that if we are again to have a credit policy 
worthy of the name, and if we are to be able to support and supplement 
a constructive policy of debt management, we must sooner or later get 
out of the strait jacket of the pattern of rates. We cannot indefinitely 
leave with 14,000 commercial banks the determination of how muc! 
Federal Reserve credit will be used; how much further the money sup 
ply may be expanded. And it makes little difference, in terms of the 
money supply, whether the action of the banks is motivated by a desire 
to shift from short- to long-term government securities, as was the cas 
early this year, or whether it represents a shift from government securi- 
ties to private credits, as has been the case more recently. 

I do not mean, of course, that so long as anything like the present 
situation exists, we should abandon the short-term market to its own 
devices. And I do not mean that we should relax our controls so far as 1 
breach the 2) per cent rate on long-term government securities. Th 
former is not necessary and the latter is not desirable. But it is necessary 
and it is desirable that we regain a position in which we shall be able t 
apply the brakes to credit expansion when inflation threatens, ever 
we can only apply them ever so gently. That is why we should | 
forward to restoring some flexibility to the interest rate structure. It can 
be argued that flexibility of interest rates in a supported market merely 
means changing the peg. But surely there is a vast difference between 
supporting a market at your own discretion, at rates which can mov 
up or down, and supporting a market at fixed rates which you hav 
announced in advance your determination to maintain. In the former 
case, all the advantages of initiative and uncertainty will be working to 
make policy effective. In the latter case, betting against the house is a 
sure thing. If it is not known in advance exactly what we are going to¢ 
we may well find that very little pressure will have sizable and bene- 
ficial results. If reserve funds can be made a little less readily available, 
and the certainty as to their future availability in any amount at 4 
fixed price, can be removed, banks as lenders may be deterred from 


sntory 


inflationary lending, such as lending to finance excessive inven 
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lation or consumer spending. And banks as investors may be 

from reaching out for the longer-term bank eligible bonds if the 

Le .afety of premiums is no longer guaranteed. 

No iid there be any reason for Treasury concern, if short-term 
unfrozen. The Treasury would still be able to sell its short- 
irities for refunding purposes just as it does now. Banks and 

vestors would hardly prefer to hold idle funds, from month to 

in anticipation of a minor change in rates which might not be 

ing. The market for intermediate securities would be subject to 

certainty and therefore less attractive, especially to banks, 

[reasury’s long-term market need not be affected. Historically, 

» fixed relationship between long and short rates, and cer- 

ng as the Federal Reserve System gives its support, the long- 

can be kept where it is. Downward pressure on the long rate 

relieved, but upward pressure, if it developed, could be suc- 

isted. Finally, the cost of servicing the debt need not be 

| by a rise in the shortest term rates. It has been estimated that 

| interest charge on the $65 billion of marketable government 

aturing or callable before the end of 1950, excluding bills, 

$1 billion, or 114 per cent. If all of these securities were re- 

th an average rate less than 1! per cent, there would be a 

the annual service cost. Inasmuch as the major part of 

t securities is held by the banks, or will be when they mature, 

; t an impossible program! Refundings of government securities 

I within the banking system could well be made with shorter maturities 

lower rates than during the war—we do not need to finance 
‘+h the banks with 2 per cent bonds. 

Such a program, of course, would seem to be the reverse of funding some 

bt but, in present circumstances, the only funding of debt 
has real meaning is the sale of securities to non-bank investors, 
rement of bank-held debt with the proceeds. That could still 
lished, so long as it is economically desirable, by stepping up 
vings bonds faster and further, and by sales of long-term 
nt bonds—with rollover removed—to institutional investors. 
kind of debt management which really increases the cost of 
lebt, but what you get is worth what you pay for it. 
Such a modest approach to money management would have to lean 
support a complementary program of debt management, just 
is in the recent past. Since early this year the Treasury policy of 
g surplus balances to retire outstanding debt, held largely by the 
Reserve banks and the commercial banks, has subjected the 
fr serve position of member banks to moderate pressure at frequent 
tory Meputervals. This has been the result of Treasury withdrawals of funds 
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from its war loan account at the banks, to redeem securities maturin, 
in the portfolios of the Federal Reserve banks. Reserve funds con 
temporarily taken out of the market and this limited, to some extey; 
the ability or the inclination of banks to expand their loans and inyes;. 
ments, at least in the fringe areas of credit. The program also direct), 
disposed of $23 billion of Treasury deposits which, if spent for othe; 
purposes, would have increased by that amount the already large sy 
of money in the hands of the public. 

This phase of the debt retirement program will come to an end this 
month. With the redemption of $3,261 million of Treasury notes ma. 
turing on December 15, Treasury balances in war loan account growing 
out of the tremendous sale of government securities in the Victory Loan 
Drive a year ago will have been largely eliminated. Hereafter, reductioy 
in the total federal debt will depend primarily upon an excess of curren; 
income over cash disbursements. While the effect of debt retirement 
thus far has been mildly anti-inflationary, further redemptions of bank- 
held securities, if financed by an excess of tax receipts over government 
disbursements, will be actively deflationary. Money will be taken from 
individuals and corporations and used to extinguish bank credit, thus 
reversing the wartime process of credit creation. 

A similar effect can be obtained by net sales of government securities 
to non-bank investors, the proceeds being used to pay off bank-held 
debt. Such shifts of securities from bank to non-bank investors would 
also extinguish bank credit, and in addition would provide an outlet 
for accumulations of funds which otherwise would have to seek em- 
ployment elsewhere, quite possibly with inflationary effects. So long as 
inflation, or the threat of inflation, is our adversary, this aspect of 
increased sales of savings bonds to individuals, and possible sales 
long-term restricted bonds to institutional investors, should not be 
overlooked. If we should enter a deflationary period, of course, a rever 
sal of these public debt operations would probably be appropriate and 
quite readily attainable. Debt management as well as Federal Reserve 
policy must be responsive to changing economic conditions. 

Right now, faced with a possible resurgence of labor troubles, we can 
do no more than stand fast. Nevertheless, problems of money manage- 
ment and debt management should have our consideration as we enter 
a new phase in our financial affairs. I have outlined a modest approach 
to the restoration of credit control. There is opposition to, disbelief 1 
and timidity with respect to this modest approach, but it seems to! 
it may be the best approach available to us in the circumstances in 
which we find ourselves. For the longer term we may need new methods 
or new powers. I am only concerned that we do not get into the habit 
seeking ‘“‘just one more power” until we have powers beyond our wisdom 
and our skills. 
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QUANTITATIVE AND EXCHANGE RESTRICTIONS 
UNDER THE ITO CHARTER 


By RayMonD F. MIKESELL* 


Few students taking a realistic view of the future foresee a return to 
nregimented international economy of the nineteenth century or 


1 
THe 


the brief and rather precarious era of relatively free international 
lealings of the 1920’s. The foreign economic program which the United 
es is actively sponsoring seeks to establish common rules of fair 
which will achieve the maximum benefits from international 
. world of widely differing economic and political systems. This 
does not represent a return to the international exchange and 
ctices of the past, however congenial such a program might 
special interests and policies of the United States. Rather it 
ks to reconcile the principle of multilateral trade with the trend to- 
nationalization of production and commerce in the world today. 
; program is embodied in the International Monetary Fund and in 
sed Charter for an International Trade Organization. 
controls have been used in the past both as a means of con- 
ng the balance of payments and for the protection of particular 
stries. Import quotas have likewise been employed for both pur- 
s. In fact, a comprehensive exchange control system is generally 
ned with a system of import licensing, and the two methods of 
ng trade are often indistinguishable in practice. Even tariffs, 
subsidies and other instruments of commercial policy may be 
| for balance-of-payments purposes as well as for influencing 
a particular direction. It is significant, therefore, that the pro- 
irter for an International Trade Organization provides for 
operation between the Monetary Fund and the ITO. Under the 
the proposed ITO Charter all matters involving the balance of 
nts of members are to be the subject of consultation with the 
leven though the practice in question falls under the category of 
restrictions rather than exchange restrictions. Whether or not the 
tions of the two international economic institutions should 
n performed by a single institution is a matter which only ad- 
trative experience can decide. There are undoubtedly advantages 
gained by having separate institutions as well as by a unification 
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of their functions under one organization. Provided there is a clog; 
operation between the two institutions, however, it will make little , 
ference in the long run since it is expected that they will have a com; 
membership. 

The basic elements of the ITO Charter were first published by th, 
Department of State in December, 1945 in a document entitled Pry. 


posals for Expansion of World Trade and Employment. These proposals 


were transmitted to other governments as a means of implementing the 
trade provisions of the Atlantic Charter and of Article VII of the My. 
tual Aid Agreements between the United States and her allies during th 
war. The development of an international trade organization was als 
anticipated by the recommendation of the Bretton Woods Conferenc: 
that the nations represented seek to reach an agreement for the removal 
of “obstacles to international trade, to bring about the orderly market. 
ing of stable commodities and for dealing with other economic problems 
arising out of the war.’ The Proposals as published in December, 1945 
were agreed to in principle by the British government at the clos 
the negotiations on the Anglo-American Financial Agreement. Since 
many of the provisions of the Proposals regarding the use of quantitative 
trade restrictions were parallel to those agreed to by the United King 
dom under the terms of the Anglo-American Financial Agreement, th 
the British government has given the proposals a large measure of sup- 
port. This is understandable in the light of the fact that it is to Britain's 
interest to bring the practices of other countries under the same regu- 
lations to which the British have already obligated themselves. In 
September, 1946 the U.S. Department of State published an elaboratior 
of the earlier proposals under the title of a Suggested Charier for an 
International Trade Organization of the United Nations. This Suggested 
Charter was submitted to the Preparatory Committee of the Interna 
tional Trade and Employment Conference which met in London during 
October and November of 1946.? The Suggested Charter served as a basis 
for discussion and as a working draft for the Preparatory Committee 
and agreement was reached on about 85 per cent of the articles in t! 
Suggested Charter. In December, 1946 the Department of State prepared 
a redraft of the proposals entitled Preliminary Copy of Redraft for on 
International Trade Organization. This redraft (hereafter called the Ke- 
drafted Charter), includes those provisions of the Suggested Charier « 
which no final action was taken at the London Conference, as well 4 


1 Final Act, United Nations Monetary and Financial Conference, Department of State, 1 

2 The meeting of the Preparatory Committee of the International Trade and Employmer! 
Conference was called by the Economic and Socia] Council of the United Nations. A 
meeting of the Preparatory Committee was held in April, 1947. When the Preparatory ‘ 
mittee has completed its work, it is expected that the Economic and Social Council will 
conference of the United Nations for submission of the completed draft of the ITO Charter 
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provisions on which agreement was reached and included in the 
t of Preparatory Committee. The Redrafited Charter includes pro- 
dealing with tariffs, quantitative restrictions and exchange con- 
;, subsidies, state trading, cartels, intergovernmental commodity 
nts, employment policies, economic development, and general 
Pro. mercial practices affecting international trade. It will be the purpose 
article to discuss those provisions of the Redrafled Charter which 
he are especially concerned with the balance of payments and the estab- 
Mu. jishament of the principles of multilateral trade. The principal provisions 
is sort are those relating to full employment, quantitative trade 

ls, exchange restrictions, and state trading practices. 


The Employment Provisions 


cee A basic issue involved in the acceptance of a multilateral trading pro- 
Domne cram by a majority of the nations of the world has been whether or not 
1945 the United States can be counted on to avoid a major industrial depres- 
se of | of 1929-33 dimensions. Nearly all economists the world over will 
Sir rea admit that an ideal multilateral world economy will provide 
ative ereater benefits to all countries than one in which trade is organized 
King ilong bilateral lines or where the area of multilateral trade is confined 


small groups or economic blocs. The chief argument for bilater- 
 sup- lism and the compartmentalization of trade is that they are better than 
tain’s | trying to operate in accordance with multilateral rules in an unbalanced 
yr under a multilateral system which is always threatening to 


s. In ak down. Hence it is argued that countries following full-employment 
ration ; cannot afford to accept the obligations of a multilateral system 
for an ; the major trading countries of the world give adequate guarantees 


will maintain domestic full employment or agree that their 

terna rts will not fall below a certain level. Accordingly, therefore, some 
luring the countries represented on the Preparatory Committee sought to 
1. bas le a provision whereby creditor countries would agree to utilize 
i xcess of current receipts arising out of current international trans- 
for foreign investment, stock piling, or other purposes. Such a 

n would place the entire responsibility for the maintenance of 


for on @™ international equilibrium on the creditor nations and was therefore un- 
he f acceptable to the United States. Moreover, it is obviously impossible 
rler ol to make the maintenance of full employment a definite international 
well a responsibility for a country such as the United States whose Congress 
te. 194 | not yet been willing to recognize full employment as an obligation 
mati i the government to its own people. 

\ | The provision adopted by the Preparatory Committee goes about as 


hort of the First Session of the Preparatory Committee of the United Nations Conference 
rade and Employment, London, October, 1946. 
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far in the direction of making full employment an international obliga. 
tion as it is possible to go. Article 4 of the Redrafted Charter, which js 
similar to the corresponding provision in the Suggested Charter, states 
as follows: ‘Members shall take action designed to achieve and maintaiy 
full and productive employment and high and stable levels of effective 
demand within their own jurisdictions through measures appropriate { 
their political and economic institutions and compatible with the other 
purposes of the Organization.” 

A new article was included in the Redrafted Charter which helps to 
meet the contention of those nations who fear the consequences of a 
depression in a major trading country. Article 8 is as follows: “The Or. 
ganization shall have regard, in the exercise of its functions as defined 
in the other Articles of this Charter to the need of Members to tak 
action within the provisions of the Charter to safeguard their economies 
against deflationary pressure in the event of a serious or abrupt decline 
in the effective demand of other countries.” 

Article 8 makes no substantive addition to the functions of the Organi- 
zation with respect to trade restrictions. However, emphasis is given t 
the fact that balance-of-payments difficulties are frequently traceable 
to depressions abroad. A similar safeguard is to be found in the scarce 
currency provisions of the International Monetary Fund Agreement. A| 
though there appear to be ample provisions in both the Fund Agreement 
and the Redrafted Charter enabling countries experiencing balance-of 
payments deficits resulting from sudden reductions in external demand 
to safeguard their balance of payments, such safeguards are by no means 
capable of affording complete protection to countries following full-em- 
ployment policies. Economies operating at high levels of production and 
employment are geared to a particular level of imports and exports.’ 
Even though it is possible for a country which experiences a sharp di 
cline in foreign demand to maintain employment by compensator 
spending and to adjust its balance-of-payments deficit by means 
import and exchange controls, it may nevertheless suffer a decline in 
real income. It takes time to develop new markets for exports and new 
sources of supply for imports. The major problem of the full-employ- 
ment country is not simply the adjustment of its balance of payments 
but finding adequate substitutes for essential imports. Thus, in the 
event the dollar is declared to be a scarce currency by the Fund, the 


dependent upon the dollar area for essential imports.* 

‘See my “U. S. International Financial Policy,” Canadian Jour. Econ. and Pol. Sci. (Aug 
1946), pp. 313-21. 

5 See M. Kalecki, “Multilateralism and Full Employment,” Canadian Jour. Econ. and Po 
Sci. (Aug., 1946), pp. 322-27. 

6 When the Fund declaresa currency to be scarce and permits other members to discrimunat 


countries likely to suffer most will be those countries which are hig! 
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liga. Admitting the risks inherent in a multilateral system, it is by no 
h is means certain that these dangers can be overcome through bilateralism 
ates + by the formation of economic blocs. One weakness of the position of 
tain the European apologists for bilateralism lies in their failure to show how 
tive , small group of nations outside the Western Hemisphere can render 
le t themselves economically independent of the rest of the world without a 
ther serious decrease in real income.’ Neither the sterling area nor the nations 
mprising the Russian bloc is self-contained. The problem is further 
S to mplicated by the fact that most nations are looking to the United 
of a States and Canada for loans urgently needed for the reconstruction of 
Or their economies, and the servicing of these loans requires the restoration 
fined fq multilateral trading system. 
tak [here is also a tendency among the critics of multilateralism to over- 
mit stimate the stability of trade under bilateralism. Different rates of eco- 
cling nomic expansion among countries tend to throw trade under clearing 
and payments agreements out of gear, thereby necessitating sharp re- 
gani- luctions in exports. Moreover, bilateral agreements are negotiated by 
nt governments whose decisions are influenced by a variety of political and 
cable economic motives. Under these conditions major shifts in trade relations 
care in take place even more rapidly than under conditions of free trade 
tA nducted in accordance with purely commercial considerations. Al- 
ment ‘hough multilateralism may be on the defensive because of its unsatis- 
e-of factory performance in the past, the experience of nations operating 
nand nder bilateralism during the 1930’s is not entirely salutary.® It is not 
leans oper to compare multilateralism at its worst with bilateralism under 
Lem- leal conditions. Bilateralism or other forms of trade compartmentali- 
n and ation are only justifiable in the event that the system of international 
orts payments has broken down or its functioning has been seriously im- 
pd paired. The program represented by the Fund and the ITO Charter 


rade of the scarce-currency country, it is assumed that trade will be redirected 
ine if the scarce-currency country. Members having an unfavorable balance with the 

country will no longer be able to convert the proceeds of their favorable bal- 
hird countries into the scarce currency. But those members who are dependent on 
pio} rts from the scarce-currency country (or on imports from countries demanding payment 
nents scarce currency) may be unable in the short run at least to obtain adequate supplies of 
+} ports from other sources or may be able to obtain them only at greatly increased 


ts eric Benham points out that international trade has the same effect as technical 
nig ni) s in raising standards of living. Hence placing barriers on trade in order to promote full 
t is akin to discouraging technological improvements as a means of avoiding tech- 
loyment. See “Full Employment and International Trade,” Economica (Aug., 
159-68 

t reports indicate that Britain is finding it increasingly difficult to achieve a balance 
rade with several countries with whom she has negotiated payments agreements and has 
been forced to restrict exports to those countries. See Michael L. Hoffman, “Belgium, 

seek Even Trade,’”’ New York Times, January 8, 1946. 
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seeks to provide a multilateral system which is sufficiently flexible t, 
withstand severe economic shocks. In addition to the means afforded 
countries for protecting their balance of payments in periods of decreas 
ing external demand, the Fund is equipped with large reserves of inter. 
national exchange to serve as a buffer in the event of trade maladjust- 
ments. This system should be able to secure all of the alleged advantages 
of bilateralism for the protection of the internal economies of its mem. 
bers while preserving to the maximum degree possible the universally 
recognized benefits of multilateral trade. 


Quota and License Restrictions 


Articles 25—28 of the Redrafted Charter establish certain rules for mem- 
bers regarding the use of import and export quotas and licensing. Article 
25 begins with a statement of the general rule against the maintenance 
of general import and export restrictions, ‘other than duties, taxes or 
other charges, whether made effective through quotas, import licenses 
or other measures, except as otherwise provided in the Charter.” The 
exceptions to the general rule are so numerous and involve so many 
complications that it might have been easier to write the regulations by 
enumerating the conditions under which quantitative controls may be 
employed rather than stating them in terms of exceptions. The necessity 
of tying in the regulations of the Charter with equivalent regulations of 
the Fund is in part responsible for the abstruse manner of their presen 
tation. 

Paragraph 2 of Article 25 states that restrictions on imports and ex- 
ports may be imposed or maintained during the postwar transition 
period (terminating July 1, 1949) when such restrictions are essential 
to (1) the equitable distribution of products in short supply among 
several consuming countries; (2) the maintenance of wartime price cor 
trols; and (3) the orderly liquidation of temporary surplus stocks arising 
out of the war. Export or import quotas or licensing may also be imposed 
under intergovernmental commodity arrangements concluded in a 
cordance with the provisions of the Charter. Finally, Article 25 permits 
import restrictions on agricultural or fisheries products to be imposed 
when necessary to enforce governmental measures designed to (1) re- 
strict the production of similar domestic products or (2) to remove a 
temporary surplus of a similar domestic product by making the surplus 
available to certain domestic consumers free of charge or at prices be! 
current market levels. 

The purpose of this last provision (Article 25, par. 2 [e]) is to enabl 
members to carry out a domestic price-support program for agricultural 
products without interference from increased agricultural imports.’ 


* This provision was contained in the United States Suggested Charter in substantially the 
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price-support and marketing arrangements for agricultural com- 
ties are likely to be the rule in most agricultural producing coun- 
n the postwar period this exception may prove to be a serious 
.rture from the fundamental rule unless members use the privilege 
sparingly and limit its use to emergency situations. Some safeguard 
, cainst misuse is provided in Article 25, par. 2 (f) which states that the 
’ -estrictions “shall not be such as will reduce the total of imports relative 
iy to the total of domestic production, as compared with the proportion 
: ich might reasonably be expected to rule between the two in the 
.bsence of such restrictions. In determining this proportion the Member 
| pay due regard to the proportion prevailing during a previous 
m- representative period and to any special factors which may have af- 
cle ‘ected or may be affecting the trade in the product concerned.” 
ce Nevertheless, there is a very real danger that a country such as the 
or United States which, in the light of her probable future balance of pay- 
Ses ments and the increasing importance of her industrial exports ought to 
he increasing the ratio of her raw material imports to domestic produc- 
in} tion, might use this loophole as a means of maintaining domestic prices 
by and production of agricultural commodities. If we are to achieve a 
be ilanced international economy in a dynamic world, trade must not be 
according to the pattern of a previous period. This is a danger 
nt in all quota schemes which use as their principal criterion for 
en the allocation of imports the trade relationships of a previous period.’ 
[he most important exceptions to the general rule covering quanti- 
ex- tative import restrictions are to be found in Article 26 of the Redrafted 
‘io! irler entitled ‘‘Restrictions to Safeguard the Balance of Payments.” 
tial Import restrictions may be employed under the following conditions: 
ong 1. New import restrictions may be introduced in order to prevent 
or 1 serious decrease in a member’s monetary reserves or in the event that 
ing reserves are very low, to achieve a reasonable rate of increase in these 
sed reserves 


a 2. Members are required to eliminate these restrictions whenever 


mits t nditions which gave rise to their imposition no longer exist. 

osed 3. Members are required to consult the Organization before impos- 
re- g restrictions for the purposes stated in (1) or as soon as practicable 

ve a thereafter. Members may, if they so desire, consult with the Organiza- 


plus tion with a view to obtaining previous approval of restrictions which 
elow they intend to impose. 


abl rm as in the Redrafted Charter. It was obviously included as a means of making the ITO 
rt nsistent with the United States agricultural program. 

’ For a more complete discussion of this question see M. S. Gordon, “International Aspects 

rica’s Agricultural Policy,” Am. Econ. Rev., Vol. XXXVI, No. 4, Part 1 (Sept., 1946), 
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4. The Organization may at any time invite a member which is jm. 
posing import restrictions (whether they be imposed since the inaugura- 
tion of the Organization or before) to consult with it regarding the 
restrictions in force. Within two years of its institution the Organization 
shall review all restrictions existing at the time of its inauguration and 
subsequently introduced. 

5. Any member which feels that its interests are injured by the im- 
position of a restriction by another member may make a complaint to 
the Organization. The Organization may after a full investigation rec- 
ommend the removal or modification of the restriction. If the member 
fails to act favorably on the recommendation of the Organization within 
sixty days, other members shall be released from their obligations under 
the Charter with respect to their dealings with the member imposing 
the restriction. 


Cooperation with the Monetary Fund 


Article 29 of the Redrafted Charter provides that members of the ITO 
agree not to seek by trade action to frustrate the purposes of the Fund, 
and likewise not to seek by exchange action to frustrate any of the pur- 
poses of the ITO. This means, in effect, that members of the ITO may 
not employ quantitative or exchange restrictions unless their effect 
would be that of actions permitted under both the ITO Charter and the 
Fund Agreement. If a case should arise where exchange controls would 
be permitted under the Fund Agreement, but quantitative restrictions 
would be prohibited under the Charter, a member of the ITO could not 
employ either quantitative or exchange restrictions. Article 29 also re- 
quires the Organization to seek the advice and cooperation of the Fund 
both as regards general policies and with respect to individual cases, 
where a balance of payments question is involved. In addition to pro- 
viding for cooperation with the Fund it was necessary to draft the ITO 
Charter so as to be entirely consistent with the Fund Agreement. 

Exchange restrictions on current transactions are permitted by the 
Fund Agreement in three general ways. First of all, there is the per- 
mission given to members to retain existing or introduce new restric- 
tions during the transitional period.“ Although no date is given for the 
termination of the transitional period, the Articles of Agreement state 
(Article XIV, Sec. 4) that five years following the date on which the 
Fund begins operation members retaining exchange restrictions under 
Article XIV must consult with the Fund as to their further retention 
and act favorably on such recommendations as the Fund may make 
Since the ITO is not expected to begin operations until sometime in 
1949, the requirement that the Organization shall review all import 


11 Fund Agreement, Article XIV. 
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m- -estrictions in effect within two years of its inauguration, means that 
ta she two reviewing actions will occur roughly at the same time.” It should 
the be pointed out that under the Redrafted Charter no transitional period 
ion . provided with respect to the use of quantitative restrictions for bal- 
nd .nce-of-payments purposes. Unless a member has obtained prior ap- 

val for its use of restrictions for balance-of-payments purposes, such 
m restrictions may be challenged at any time after the ITO is established. 
to [he second way in which the Fund may permit the imposition or 
ec- retention of exchange restrictions on current transactions is by direct 
ber ,uthorization. Article VIII of the Fund Agreement outlining the general 
hi bligations of members states that, subject to certain other provisions 
der f the Agreement, members may not impose restrictions on payments 
ing ind transfers for current international transactions or engage in dis- 


ninatory currency practices without the approval of the Fund. This is 
somewhat stronger requirement than that imposed under the ITO 
ter since under Article 26 of the Redrafted Charter members may 
sult the Organization regarding the imposition of restrictions for 
nce-of-payments purposes either before or after the introduction of 
- the restrictions. However, approval of the restriction may not be given 
Organization without previous consultation with the Fund. 

[he third way in which the Fund permits members to employ ex- 
ge restrictions is by declaring the currency of a member to be 
ce.’ When the Fund has exhausted or is about to exhaust its supply 

a particular currency and there is in the opinion of the Fund a general 
ty of that currency, it may declare that currency to be scarce. In 

e event of such declaration all other members may impose restrictions 
iyments and transfers in that currency provided the restrictions 

more severe than necessary to limit the demand for the scarce 
rrency in relation to the supply held by or accruing to the member 
sing the restriction.“ Article 28, par. 1 (a) of the Redrafted Charter 

: its members of the ITO to employ import restrictions which have 
" t equivalent to the restrictions authorized by the Fund in the 
t the Fund declares a currency to be scarce. This provision recog- 
s that a country may find it more convenient to employ import re- 
tions rather than exchange restrictions to achieve the purpose of 
iminating against a member whose currency has been declared 


The Rule of Non-Discrimination 


ike here are two fundamental rules which nations must abide by if we 


eginning of the Fund’s operations has been set for March 1, 1947. 
nd Agreement, Article VIT. 
1 greement, Article VII, Sec. 3 (b). 


| 
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are to have a multilateral trading system: (1) convertability of curren. 
cies for current trade purposes and (2) non-discrimination in the appji- 
cation of import restrictions. It is essential that nations be afforded the 
means of safeguarding their overall balance of payments, but if the 
methods employed are non-discriminatory as between sources of supply, 
the multilateral character of the trading system may be preserved. One 
difficulty with the rule of non-discrimination is that when there exists 
a general shortage of a key currency the widespread introduction oj 
non-discriminatory restrictions will have the effect of reducing trade not 
only between the key-currency country and the rest of the world, but 
will restrict trade generally. This happened in the period 1930-33 when 
a shortage of dollars led to the general imposition of exchange controls 
with respect to all foreign exchange and not just the dollar. Subse. 
quently, most countries sought to restore their trade by clearing and 
payments arrangements which avoided a further reduction of their for- 
eign exchange reserves. 


countries to safeguard their balance-of-payments position by the use of 
exchange and import restrictions under international supervision while 
at the same time preserving the multilateral character of world trad 
by requiring these restrictions to be non-discriminatory in their appli 
cation to trade with other members. In addition these institutions, to- 
gether with the World Bank, the Food and Agriculture Organization 
and other international organizations sponsored by the United Nations, 
seek to reduce the need for a resort to direct controls by assisting 
countries in the making of fundamental adjustments in their economi 
structures necessary for the achievement of international equilibrium 
and by providing a pool of international currencies which may be draw: 
on for short periods in time of emergency. In order to prevent the d 

velopment of a scarcity in the world’s supply of a particular currency 
from leading to widespread restrictions on all trade, members of the 
Fund and the ITO are permitted to impose discriminatory restrictions 
against the scarce-currency country. In this way the rest of the world 
can continue to operate as a multilateral trading area.” 

Article 27 of the Redrafted Charter provides that, subject to certain 
exceptions, import and export restrictions which are permitted by other 
articles of the Charter must be non-discriminatory. The following prin 
ciples are to be observed in carrying out this general requirement: 

1. In applying import restrictions global quotas should be employe¢ 
whenever practicable. 

16 A serious defect in this scheme lies in the fact that in the event a key currency is declare¢ t 
be scarce a number of countries may continue to require payment for exports in the key cu! 


rency. Thus a shortage of dollars may mean in effect discrimination against all of the countries 
in the so-called “dollar area.” 


The common aim of the Fund and the proposed ITO is to permit 
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?, Where global quotas are not practicable, import licensing may 


- « used, provided that the import licenses shall not require the importer 
the ‘chase the product from a particular country except for the pur- 
the nose of allocating a quota among the supplying countries in accordance 
with (3) below. 
n,. 3. In the event that the member applies restrictions in the form of 
rm . quota allocated among the supplying countries, the shares of the vari- 
os ; countries should be determined in accordance with commercial 
o iderations, such as, é.g., price, quality, and customary sources of 
- supply. Where this method of allocating shares in a global quota is not 
a practical, the member may allocate to member countries having a sub- 
aty -tantial interest in supplying the product shares based on the proportion 
‘the total imports each member supplied during a previous represen- 
period, with due account being taken of any special factors 


¢ the trade in that commodity. 
Members applying restrictions in accordance with one or more of 
mit the methods outlined above are required to publish complete informa- 
E to the method of administering the restrictions. 
hile 5. Members allocating shares in a quota on the basis of the propor- 
f the total imports supplied by other members during a represen 
period shall upon the request of any other member having a 


‘te substantial interest in supplying that product, or upon the request of 
-* the Organization, consult with the other member or with the Organiza- 
i. ‘ regarding the selection of the base period. 

Lae [he above provisions apply to tariff quotas as well as to import 


Chere are obviously great difficulties in the formulation of regulations 

h will assure the non-discriminatory application of import quotas. 

ntry may discriminate against the trade of another country in the 

of the commodities subject to the import restriction, or in the 

ification of the commodities to which the restrictions are to apply. 

' mably the Organization could prevent discrimination based on an 
rid irbitrary classification of products. The provision which permits a mem- 
untry to allocate a quota on the basis of commercial considera- 

ns is also susceptible to misuse. Government bureaus are influenced 

. by a variety of economic and political motives and their judgment as 

t purely commercial advantages of importing a particular commod- 

rom one source rather than from another may very often differ from 

ved the combined decisions of private traders operating in free markets. 
Finally, mention has already been made of the dangers involved in em- 

ploying a previous period as a base for allocating import quotas. How- 

r, these difficulties are not likely to be solved by a refinement of the 
rmal regulations of the Charter. The success of the non-discrimination 
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clauses will depend in large measure upon the good faith of the member; 
themselves in living up to the spirit rather than simply to the letter 
their obligations. 

Certain exceptions to the rules regarding non-discrimination arp 
worth noting. Mention has already been made of the exception granted 
in the event that a member’s currency is declared to be scarce by the 
Monetary Fund. The other important exceptions to the rule of non. 
discrimination may be summarized as follows:'® 

1. Prohibitions or restrictions essential to the equitable distributioy 
among several consuming countries of products in short supply in ac. 
cordance with the provisions of Article 25, par. 2 (a) (i) of the Redrafte 
Charter. 

2. Export or import quotas imposed under intergovernmental com. 
modity agreements in accordance with Chapter VII of the Redrafited 
Charter. 

3. Conditions attaching to exports which ensure that the exporting 
country receives for its exports its own currency or the currency of any 
member of the Monetary Fund specified by the exporting country 
(Thus Venezuela may require that exports of petroleum be paid for only 
in dollars.) 

4. A group of territories having a common quota in the Fund may 
apply restrictions otherwise consistent with Article 27 against imports 
from other countries which may not apply to trade among themselves. 
(Thus Britain could exempt her colonies or mandated areas from im 
port restrictions applied against imports from other countries.) 

5. Restrictions imposed or maintained during the transitional pe- 
riod ending December 31, 1951, by a member whose economy has been 
disrupted by the war, provided the measures do not involve a substan- 
tial departure from the non-discriminatory rules outlined in Article 27. 

6. Restrictions which would provide a member with additional im- 
ports above the maximum total of imports which it could afford in the 
light of its balance-of-payments position if its restrictions were con- 
sistent with the rules on non-discrimination, provided such restrictions 
have the equivalent effect of exchange restrictions permitted to mem- 
bers of the Monetary Fund or, in case the ITO member is not a member 
of the Fund, are permitted under the terms of any special exchange 
agreement between the member and the ITO. (This provision would 
permit members to employ clearing, payments or other arrangements 
of a bilateral character for the purpose of expanding their imports, 
provided the discriminatory import restrictions involved were equiv- 
alent to the discriminatory exchange restrictions authorized by the Fund 
Agreement under Article XIV dealing with transitional arrangements 

16 Redrafted Charter, Article 28. 
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[he last two exceptions outlined above involve substantial departures 
the fundamental rule of non-discrimination. They were included 
Redrafted Charter in recognition of the difficulties which many 
tries are facing during the transitional period and are in harmony 
the postwar transitional arrangements provided in the Fund 


Agreement. Many countries whose economies have been seriously dis- 
rupted by the war and whose reserves of gold and “hard” currencies are 


equate for their import requirements have sought to restore their 
trade in the postwar period by means of payments agreements and 
r bilateral arrangements. There are at present in effect about 
venty-five payments agreements involving fifteen European countries. 
responsible for drafting the Fund Agreement and the ITO 
Charter took the view that to ask countries to abolish these payment 
rreements or make the balances arising out of the transactions under 
agreements immediately convertible into third currencies would 
ive the effect of severely disrupting the progress which has already 
en made toward the restoration of normal trade among these coun- 

Article 28 of the Redrafted Charter provides two important safeguards 

respect to use of these exceptions to the rule of non-discrimination. 
First, whenever the Organization, after consultation with the Fund, 
finds that the import restrictions or the exchange restrictions are being 
employed by a member in a manner which discriminates unnecessarily 
gainst the trade of other members, the member must within sixty 
lays remove or modify the restrictions specified by the Organization. 
Secondly, when three-fourths of the members of the Organization have 

epted the obligations of Article VIII of the Fund Agreement, 7.e., 
tified the Fund that they no longer intend to avail themselves of the 
emptions from the fundamental rules on exchange transactions pro- 
led under Article XIV of the Fund Agreement, but in any event 

fore December 31, 1951, the Organization shall review the exceptions 

rule of non-discrimination permitted under paragraph (6) above 
a view to their early elimination. 

[his review is to be undertaken in consultation with the Monetary 
Fund. This last safeguard is especially significant since it fixes a definite 
limit for the termination of the transitional period during which these 

eptions to the rule of non-discrimination are generally permitted. 
Without limiting the jurisdiction of the Fund with respect to matters 

ving the use of exchange transactions, this provision should enable 

Fund and the ITO to coordinate their activities in terminating the 
general exceptions granted during the transition period by 1952.” 

{ the criticisms of the Fund Agreement has been that it fails to establish a definite 

the termination of the postwar transitional period during which the genera] obliga- 


ers 
te 

4 

ve 

per 

rts 

Ve 

ts 


364 THE AMERICAN ECONOMIC REVIEW 


Membership in the Fund 


Article 29 of the Redrafted Charter provides that members of the IT( 
shali also become members of the Monetary Fund. Some of the mem. 
bers of the Preparatory Committee took the position that special pro. 
vision should be made for countries which were not willing to join t 
Fund or which ceased to be members of the Fund, subsequent to thei; 
joining the ITO. Although this question was not finally determined a 
the London Conference, the report of the Preparatory Committe 
stated that it was generally agreed that any member of the ITO whic! 
was not also a member of the Fund should be required to enter into g 
special exchange agreement with the ITO, in which the member would 
agree not to frustrate the purposes of the Organization by means of 
exchange practices. Although the exact nature of this special exchang: 
agreement was not determined by the Conference, it would appear that 
the purposes of the ITO could only be safeguarded by requiring th 
member in question to assume all of the obligations of the Fund Agree. 
ment with respect to the use of exchange controls, discriminatory and 
multiple exchange practices, and to the maintenance of exchange rates," 

If the ITO should require all members not joining the Fund to assume 
all of the obligations of the Fund relating to exchange practices, the on}; 
valid reason for a member of the ITO not being a member of the Fund 
would be an unwillingness of the member to assume the financial re- 
sponsibilities incidental to membership in the Fund. It might well be 
argued, however, that it should be the duty of all members of the ITO 
to accept the financial as well as the other responsibilities for the crea- 
tion of a stable and abundant world trade. If this interpretation is 
accepted, there seems to be no valid reason why membership in the 
Fund should not be made compulsory for members of the ITO." 


State Trading 


Probably the most serious breach in the pattern of multilater al trad 


tions regarding the use of exchange controls are suspended. The Redrafted C harte rseeks t 
rect this defect. 

18 Since exchange rate practices are effective instruments of commercial policy a me! 
could defeat the purposes of the ITO by means of competitive exchange depreciation or (is- 
criminatory currency practices which would have an effect equivalent to the trade practices 
outlawed by the Organization. 

19 le the event that a member of the ITO was not also a member of the Fund or in the even! 


that a member of the Fund was not also a member of the ITO, difficulties would arise regarcing 
the application of sanctions against non-members. The F und Agreement permits meinber 
discriminate in their exchange dealings with non-members (Article XI, Sec. 2); while the R 
draft ted Charter requires its members not to make arrangements with non- -members whereby 
non-members would be automatically entitled to the most-favored-nation treatment under th 
Charter, including the benefits of tariff reductions negotiated with members in accordance ¥ 


the provisions of the Charter (Article 36, paragraphs 2 and 3). 
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n by the ITO Charter is the section dealing with state trading. The 
nition given in Section E of the Redrafted Charter of the right of 
mbers to monopolize foreign trade in any commodity represents a 
ymise with political and economic reality which is necessary to 


sure acceptance of the program by a large number of countries. Most 


pean countries employ state trading in one degree or another. The 
wth of state trade is in part an inevitable concomitant of the recent 
nd toward socialization of industry. Nations cannot be asked to 
it free trading by importers and exporters in commodities the 
stic production and distribution of which has been nationalized. 
ost that could be hoped for would be to require that foreign 
g would be at least as free from governmental monopoly and 
trols as domestic trading. But this objective would be difficult if 
t impossible to achieve in an international agreement. 
But a recognition of the practical necessity of the position taken by 
[TO Charter with respect to state trading should not blind us to its 
ngers.°’ The rationale of the sections of the Redrafted Charter on state 
is to fit state-trading practices into the pattern of multilateral 
onducted by private enterprise while preserving the multilateral 
r of trade as a whole. State-trading enterprises are required to 
t their operations in a non-discriminatory manner and in making 


reign purchases or sales of any product, to “be influenced solely by 


mercial considerations, such as price, quality, marketability, trans- 


rtation and other terms of purchase or sale, and alJso differential 
stoms treatment.’™ In other words, state-trading enterprises are 


posed to behave like unregimented private traders, buying where- 
r they can at the lowest possible price with due regard for quality 

ling to the highest bidder, regardless of any political or economic 
iderations beyond the purely commercial ones relating in the par- 
lar purchase or sale involved. 

Cheoretically it is possible to have a multilateral trading system in a 
d of state monopolies, in which each transaction would be governed 
cordance with the principle of relative competitive advantage both 

respect to domestic sources of supply and to the various sources 
ply abroad. Such a system would require the avoidance of bilateral 
s and trade discrimination. To achieve the maximum benefits of 
itional specialization, the prices of exportable commodities 
id bear a close relation to their costs as reflected in the relative 
‘cities of the factors of production employed in their domestic pro- 
n, and the decisions regarding what and how much to import 


ee my “Questions of Foreign Economic Policy,’ Commerical and Financial Chronicle, 
er 19, 1946, pp. 3215 ff. 


fh, 


harter, Article 31, par. 1. 
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would have to be made on the basis of the relative costs of home pro. 
duction and foreign procurement. 

Since as a practical matter this ideal is not likely to be achieved, the 
existence of state-trading monopolies will almost inevitably do violence 
to the principles of multilateral trade and of trade in accordance with 
the principle of comparative advantage. The activities of those state- 
trading enterprises concerned with foreign procurement and _ those 
concerned with sales abroad will almost certainly be coordinated. It js 
too much to expect that the right hand of the purchasing agency will 
completely ignore the left hand of the exporting agency. There will 
inevitably be a tendency for state-trading enterprises to enter into 
bilateral arrangements, either explicit or implied, with other state. 
trading nations or even with countries in which foreign trading is in 
private hands. There is in this tendency the danger that nations will 
be forced into bilateral deals with state-trading nations in order to 
protect or expand their own trade.” 

State-trading enterprises, like all other governmental agencies, are 
instruments of national policy. In any well-organized government their 
operations will be coordinated and regulated in conformity with domes- 
tic price and production policies and with the international and politica! 
objectives of their respective governments. Since broad national policies 
may often be in conflict with the realization of the purely commercial 
advantages relating to individual foreign trade transactions, violations 
of the spirit, if not the letter of the provisions of the Charter with re- 
spect to state-trading practices are almost inevitable. This is likely to 
be true even if we assume the best of faith on the part of the govern- 
ments accepting membership in the ITO.¥ 

The foregoing is not to be regarded as a criticism of the United States 
proposals for an ITO Charter or of the work of the Preparatory Com- 
mittee. The course taken by the Redrafted Charter is probably the best 
compromise that can be achieved between the interests of those nations 
moving in the direction of economic nationalism and those which adhere 
to a system of private enterprise in international trade. The conflict oi 
principles involved in the Charter is also a reflection of the conflict be- 
tween free and multilateral trade on the one hand, and controlled trade 
on the other, which is taking place in the countries represented on the 
Preparatory Committee. This conflict was expressed in an editorial in 
The Economist which stated that the British delegates to the London 


2 Some safeguard against this contingency is provided in Article 40 of the Redrafted Charier 
which gives any member the right to make representation to the Organization regarding the 
practices of another member which are considered to be contrary to the purposes of the 
Charter. 

*3 What has been said regarding state-trading enterprises applies equally to the operations 
of privately operated import and export associations in which foreign trade in particular com- 
modities or group of commodities is centralized in one organization. 
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ference ‘‘were also no doubt embarrassed by the strange dichotomy 
t appears to prevail in the Labour Government, on the subject of 
nomic policy at home and abroad, by which an advance toward the 
ned state at home can be cheerfully combined with a return to 


planned trade abroad.’™ 


As a minimum, the ITO Charter will provide a mechanism for con- 
ltation regarding the practices of state-trading countries and will 
luce the degree of violence to the principles of multilateralism in- 

d in state-trading operations. The Organization may also be in- 


strumental in preventing some nations from being forced into national- 


their foreign trade against their will by the actions of other 


tate-trading countries. 


Other Provisions of the Charter 


Many of the other provisions of the Charter have important implica- 
ns for establishing the conditions for multilateral trade. The applica- 
n of the most-favored-nation principle in all tariff agreements, the 
mitations on the use of export subsidies, the standardization of customs 
cedures, and the outlawing of restrictive practices engaged in by 
ternational cartels, are all significant for minimizing discrimination in 

rnational trade. Special mention should be made of the provisions of 
hapter IV of the Redrafted Charter dealing with economic development, 
d those of Chapter VII which are concerned with procedures for the 


negotiation of intergovernmental commodity agreements involving the 
egulation of production, trade and prices. 


lhe chapter on economic development in the Redrafted Charter is a 
ew chapter, not included in the Suggested Charter. The significant pro- 
ions for the purpose of this article are to be found in Article 13, 
ch opens the way for any member to employ protective measures 
erwise in conflict with the obligations of the Charter, for the purpose 
furthering a program of industrial development. The Organization 

grant exceptions to the general obligations of the Charter to mem- 
rs for industrialization purposes; consent for relief from obligations 


+ 


negotiated with other members must be obtained through renegotiation 


th the members concerned. The dangers involved in granting such 
ions to the obligations of the Charter are obvious. Nevertheless, 
ere is considerable justification for giving assistance to relatively un- 


leveloped areas which are engaged in a program of rapid industrializa- 


[:xperience has shown that the attainment of a certain degree of 
strialization tends to increase both the size and the stability of real 


national incomes. Moreover, a better balance between industrial and 


le Make-Believe,” The Economist, November 30, 1946. 
e Industrialization and Foreign Trade, League of Nations Pub. (New York, Columbia 


Univ Press, 1945), 
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agricultural production tends to minimize fluctuations in the balance 
payments of raw materials countries and to make their economies |es; 
vulnerable to sharp fluctuations in the world demand for their exports 
Provided these exceptions are granted judiciously and are not misused 
the end result may well be a contribution to the stability and long-term 
expansion of world trade. 

Much the same reasoning may be applied to the provisions of Chapter 
VII which seek to bring the negotiation of intergovernmental commod. 
ity agreements for the regulation of production, trade, and prices 
primary commodities, under the supervision of the Organization. Thy 
great danger involved in such arrangements is that their operations ma) 
not be confined to the elimination of short-term price fluctuations and 
temporary surpluses, but that they will interfere with price and pro. 
duction adjustments to basic shifts in the conditions of long-term 
demand and supply. For example, the commodity agreements may seek 
to establish prices of primary commodities which are always hig 
enough to cover the costs of the least efficient producers, thereby pre. 
venting the more efficient producers from capturing a larger share of the 
international markets. Marketing quotas may be based on the relative 
shares of the market held by parties to the agreements during a pre- 
vious period without adequate consideration being given to fundamental 
shifts in supply and demand conditions. Such a development would tend 
to stifle economic progress and reduce the gains from trade. 

On the positive side, intergovernmental commodity agreements maj 
contribute to the stability and long-term growth of trade by eliminating 
sharp fluctuations in the prices of primary commodities which have 
frequently had disastrous effects on the terms of trade and the balan 
of-payments position of raw material exporting countries. It will require 
the highest degree of economic judgment and statesmanship on the part 
of the Commodity Commission of the Organization, which is charged 
with the supervision of the negotiation of these agreements, to assur 
that the purposes of the Charter are furthered and not frustrated by th 
terms of these arrangements. 


COMMUNICATIONS 


National Economic Policies and International 
Monetary Cooperation 


long period of careful preparation the officers in charge of the 


national Monetary Fund announced their readiness to commence ex- 


transactions early this year. The difficulties involved in determining 
par values of member currencies have been recognized; but the 
director, Mr. Camille Gutt, has pointed out that agreement on 
par values of a group of important currencies will make it possible 


grate gradually the currencies of those countries whose present eco- 


tuation does not permit the immediate selection of exchange rates. 
utive directors of the Fund have adopted a realistic attitude toward 
ities facing the stabilization of exchange rates. It is recognized 
the early months of its operation the Fund incurs the risk that not 
resources will be used solely for temporary assistance; but the 
ve directors intend “to limit or postpone exchange operations with 
s whose economies are so out of balance that their use of the Fund’s 
would be contrary to the purposes of the Fund Agreement.’ 
y, the great majority of nations will find it to their advantage to 
the objectives of the International Monetary Fund. Indeed, by the 
ning the Fund the signatory nations have indicated approval of its 
es. On the other hand, it is obvious that in a world of separate 
nties every country regards itself, to a certain extent at least, as 
gned the document on its own interpretation. Continued full co- 
an be expected only from those nations which believe themselves 
| by it, and the escape clauses inserted into the Articles of Agree- 
ke it clear that this was the general understanding. These clauses 
ded to take account of the fact that at a given time a country 
objectives that either conflict with the purposes of the Fund, or 
the country’s attention that it is unable to carry out the economic 
| policies required in support of the Fund’s objectives.? It seems 
ile to notice the nature and importance of these rival objectives. 
e first place, the degree of importance attached by nations to ex- 


bility depends, as one might suppose, on the extent to which they 


innual Report of the Executive Directors to the Board of Governors of the Fund (Sept., 


respect to changes proposed by members in the par values of their currencies, Article 


states: “The Fund shall concur in a proposed change... if it is satisfied that the 


necessary to correct a fundamental disequilibrium. In particular, provided it is so 
all not object to a proposed change because of the domestic social or political poli- 
mber proposing the change.” 
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are concerned with external as opposed to internal economic problems. The, 
may be expected to be particularly interested in the achievement of ey. 
change stability immediately after a period of unemployment and inter. 
national cut-throat competition occasioned by competitive exchange depre. 
ciation. Again, those nations are likely to be most impressed which suffered 
most from unstable currencies, while those which think they gained (; 
least relatively) through world-wide exchange depreciation may favor a rene. 
tition of the same device if the circumstances are later repeated. On ¢} 
other hand, toward the end of the war, when the Bretton Woods plan was 
broached, many nations were sharply faced with the problem of maintaining 
internal currency values; stability of exchange rates was, for the time being 
a derivative and secondary matter. It was understood that if currencies wer; 
stabilized after the war, the likelihood of obtaining large imports of the ray 
materials and other goods needed to ward off inflation would be greater 
On the other hand, this seemed like a very indirect, and relatively ineffec- 
tive, way of solving the problem of stimulating home production and re- 
lieving domestic inflation. Countries were prone to place more reliance 
domestic policies, particularly since some of the most pressing financial] difi- 
culties seemed to have been occasioned by the international economic : 
operation enforced by the war. All this meant that despite adherence t 
stabilization proposal, preoccupation with domestic concerns might lead 1 
the “fundamental disequilibrium” that must be accepted by the Fund asa 
valid reason for allowing a change in the par value of a nation’s currency 

Although the great majority of nations have acceded to the objectives oi 
the Fund, there is an understandable reluctance to allow control over ei- 
change rates to pass to an international body. No country would permit 
another single country to determine the external value of its currenc 
Would it be much more acceptable, in the present state of international re- 
lations, to allow an international executive body to do so? The answer ¢e- 
pends on how general is the belief in the disinterestedness of the executiv 
directors of the Fund. Although the choices of personnel have been such 
to inspire much confidence in the excellence of the management, of neces- 
sity they have had to reflect concentrations of national and regional! power 
Consequently, the less powerful the nation, the greater is the act of faith ( 
be performed. That this fact was clearly recognized at Bretton Woods is 
evidenced by the struggle between the Latin American and western Euro- 
pean nations with respect to the allocation of executive directorships. Fac! 
bloc perceived that if the other was able to swing the vote of the directors! 
on a proposed change in exchange rates, the result might be unfavorable t 
its own position in world trade: each expected to compete in the same mar- 
kets. Again, it is inevitable that smaller nations should fear the power of t 
larger members of the Fund. Although the actions of the Fund will always 
be carried out in the light of publicity, decisions will have to be made 
exchange rate changes, and these decisions are bound to be less favorab: 
to some nations than to others. With skillful and disinterested management, 
of course, the possible doubts of smaller nation can be removed. 

The desire for independence with respect to exchange rates is particular!) 
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in the conflict of interest between nations newly industrialized during 
r and older industrial nations now faced with the necessity of re- 
iting their economies. To the former some of the features of inter- 
na | monetary cooperation as defined in the Articles of Agreement of 
* ‘he Fund do not look attractive. Their position as industrial nations is 
: ky. Not only must they struggle to retain their recently acquired posi- 
as exporters of manufactured goods, but they expect to be threatened 
ven in their home markets as rehabilitation of Western Europe proceeds. 
y may be counted upon to fight to retain their position, and in doing so 
virtually certain to employ some trade practices quite inconsistent with 
spirit of the Fund. 
\ more unfortunate, but rather understandable, aspect of the economic 
‘tionalism of the newly industrialized countries is the dislike (expressed 
rticularly in Latin America) at being called upon to lend domestic cur- 
ies through the Fund to their western European competitors. It seems 
h to them to hasten the day when competition from abroad becomes 
more acute; lending to devastated countries through the Fund would 
a shorten the time when the latter would be producing solely for home mar- 
kets. Presumably this is a form of the infant industries argument: since 
these countries hold the view that the war merely hastened an inevitable 
; istrialization, they draw the conclusion that Europeans cannot expect 
| to recover their former share in Latin American markets, and by implication 
appear to minimize the importance to themselves of the European 
ket for their raw materials. Furthermore, they apparently doubt 
irope’s ability to supply them with the heavy machinery and new types 
ndustrial products that they will need. Otherwise, they could hardly view 
ipprehension the revival of Europe’s industry. Latin American na- 
lave shown a disposition to cooperate with the Fund despite this 
tion. That they do so is attributable in part to an appreciation of other 
tages derivable from international monetary cooperation, and in part 
e probability that in one way or another the United States will assist 
e rehabilitation of European industry. In other words, the cost, in 
s of good will, of non-cooperation with the Fund would be excessive.® 
hesitancy of newly industrialized countries to accept all the objec- 
f international monetary cooperation is matched by a similar hesi- 
sr0- n the part of the countries, particularly in Europe, whose industry 
Ra ias been worn out or destroyed during the war. Imports of raw materials 


int of view outlined above has, of course, been urged by opponents of the Fund in 
| States. Why, it is asked, provide dollar resources through the Fund and the bank to 
mal- tial competitors who will thereby be enabled earlier to compete with us abroad, and even 
f t I e markets? It is difficult to imagine a more defeatist point of view. The United States 
Ws the war with nearly every conceivable export advantage. The furnishing of dollars 
= through long-term loans and through the Fund augments the demand for our goods. Our only 
roblem is to maintain our great lead in industrial efficiency, and it is evident that for years to 
eal difficulty will be to find enough competitive goods from abroad to maintain pur- 

r for our own exports. It should be noted that the above refers to industry as a 
s not concerned with export difficulties facing particular industries, for example, 
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and machinery are favored over imports of consumers’ goods; of the latter 
only that amount is desired which is necessary to maintain life and eff. 
ciency. Although the problem is fundamentally one of foreign exchange, the 
desire for austerity is carried so far that at times one might suppose that 
it is being practiced for its own sake. For example, Britain dislikes to accept 
French “luxury” goods in payment of surplus British exports to France. 
Yet Britain has a surplus of francs; and it comes down to an exchange mat- 
ter after all, since the British would like, if possible, to convert these francs 
into currencies usable for the purchase of raw materials and equipment, 
The alternative (unacceptable to the French) would be the repurchase of 
these francs with exports of investment goods needed by France for her own 
rehabilitation. The adverse effect on international monetary cooperation of 
this attitude is obvious. Some countries may be relatively well endowed 
with the resources best used for the production of non-essentials; if a dis- 
ability is placed on imports of this type, these countries are likely to find it 
difficult or impossible to make the correction of maladjustments for which 
the Fund is intended to give time and financial resources. 

Another illustration of lack of confidence in the accomplishments of in- 
ternational monetary stabilization is the widespread desire for close financia| 
and economic relations with particular countries or trading areas. The meth- 
ods used by the Russians to create a trading bloc in eastern Europe are 
opposed to the objectives of the Fund. The system of bilateral financial and 
trade agreements sponsored by Britain throughout western Europe, might 
prove incompatible with a general accord. Other European countries are 
building up similar frameworks, for example, France and the Scandinavian 
countries. These agreements do indeed contain the provision that later ad- 
herence to an international fund is not prejudiced; but the pacts themselves 
provide for what is in effect a network of bilateral exchange clearing, a 
device that throttled international trade during the ’thirties; and in any 
case, they put the emphasis on exclusive economic blocs. It follows that 
adherence to the Fund would imply that all countries refrain from imposing 
conditions on the disposition of any balances of exchange accruing to them. 
But the resources of the Fund alone could not be counted upon to remove 
the desire of countries with unfavorable trade balances to try to insist upon 
exchange clearing. To accomplish this, properly rationed and adequate loans 
would have to be made from other sources. The enormous dollar exchange 
resources contemplated under the Keynes plan would, indeed, have made 
all countries more willing to sacrifice the immediate benefits of bilateral 
clearing than did the plan ultimately adopted. The American negotiators 
knew, however, that the Keynes plan was politically out of the question in 
the United States; on the other hand, perhaps something like the same 
effect could be achieved by an extensive system of United States long-term 
loans. Gradually commitments are being made that in the aggregate promise 
to compare ultimately with the volume of dollars provided for under the 
International Clearing Union proposal of Lord Keynes. Unfortunately, the 
origin of bilateral financial agreements and trading blocs is not traceable 
exclusively to exchange scarcity; broader economic and political considera- 
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are involved, and it may take more than generous loans to replace 
nd bilateral trading with a genuinely international interchange of 


n more serious than the conflicts between international and national 


ves mentioned in the foregoing paragraphs are the widely differing 
tions among nations, of the best means of preventing unemployment. 
eat advances in full-employment techniques, almost all national in 
ind scope, which were made during the ’thirties have resulted in a 


| determination not to allow the present high levels of employment 


owed by another depression. Indeed, full employment has become 


primary economic objective in a majority of the industrial countries 


[It is this fact that makes the differing conceptions of the best way to 
full employment an important obstacle to international monetary 
ition. 

employment philosophy of the United States is of major importance 
cause of her predominant position in the international economy and 


management of the Fund, and because in the past she has not been 


cessful in maintaining full employment. Although the original 
plan placed the emphasis entirely on stability of exchange rates 


ternational trade, the American experts became more and more 


ssed with the part that the Fund might be able to play in stimulating 


ent. Considerable publicity was given by Treasury and State De- 
nt spokesmen to Paragraph II of the Purposes of the Fund, which 


sizes the role of stable exchange rates in achieving a high rate of 
yment through high levels of international trade.‘ It was set forth 


reed from doubts concerning their ability to maintain the parities of 
urrencies, and sure of adequate supplies of scarce currencies to tide 


n over any period of industrial readjustment, countries would be willing 


pt imports from nations able to send goods abroad after a long con- 


[hus production and employment in the United States, for example, 
| immediately rise, incomes would remain high, and a portion would 


nt on imports from abroad. The fact that American industry would 


t first would not hurt the export industries of other countries, since 
ghout the world in general large imports of raw materials, machinery, 


uipment would be needed before industries were ready to export. 
optimism of the American experts was unfortunately not shared by 
resentatives of most other nations. Reports from London at the time 
Bretton Woods conference indicated that in the opinion of the 
government, any international commitment must be subordinated 
domestic objectives, namely, (1) stable employment, (2) control 
» internal price level, and (3) an assured position for the United 
in the sterling bloc. In other words, Britain would insist on re- 


ng control over the volume of employment and real income at home. 


e I (ii): “To facilitate the expansion and balanced growth of international trade, and 
bute thereby to the promotion and maintenance of high levels of employment and 

ind to the development of the productive resources of all members as primary ob- 
economic policy.” 
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Rigid exchange rates were believed productive of unemployment rathe, 
than of confidence; the opinion has prevailed in Britain that her difficulties 
in the early thirties were largely explainable by adherence toa high rate fo; 
the pound sterling when she returned to gold in 1925. Certain politically 
important sections of British opinion adopted an even more uncompronis. 
ing view: exchange control was believed to offer more scope than a buffer of 
foreign exchange resources would be able to do in achieving the freedom of 
domestic economic action indispensable to assure full employment. Like a)) 
countries unable to acquire scarce currencies in adequate amounts, Britain 
places her faith in the hope that stable exchange rates will follow from , 
high level of trade and employment.’ 

An extreme view on the unimportance of stable exchanges as the basis for 
full employment has been adopted by Australia, the most outspoken oppo- 
nent of the American position at Bretton Woods. Fearing a recurrence of 


the situation of the thirties, when the depression in industrial countries had 


a magnified effect on the economies of nations producing raw materials, 


Australia wants to know how the former intend to maintain a high level of 


incomes.® If employment and incomes abroad are prevented from collapsing 


raw material producers and agricultural countries will not worry about ex- 
change rates. If not, any assistance the Fund could give would be inade- 
quate. Another country relying mainly on domestic employment policies js 
Sweden. According to recent statements she wishes to continue her prewar 
policy of price stabilization. A committee of experts appointed by the Riks- 


bank in May, 1943, concluded that employment should be stabilized by 


adhering to the price program that had served so well in the past; there 
could be no unconditional pegging of exchange rates because of the difficulty 
of reconciling this action with the basic objectives of domestic monetary 
policy. Through especially close economic relations with the “Nordic bloc” 


the effects of insulation would be minimized and, as occasion offered, the 
Swedish economy would be linked more closely with the world economy 


Finally, in the opinion of economists in some nations the major cause of 


unemployment throughout the world in the interwar period was the impact 


of the American depression and economic policies. Irrespective of the justice 


of this view, its acceptance denotes a reluctance to be closely joined wit! 
America’s economic fortunes. It is a problem for some countries to decide 
whether to rely on the consumers’ market in the United States, or to turn 
their attention to European and other markets. 


’ An important school of thought in the United States emphasizes the role that must | 


played by high levels of employment in bringing about exchange stability. Thus Alvin Hansen, 


in America’s Role in the World Economy (New York, Norton, 1945), points out that imports a 
generally regarded as desirable only where there is full employment. One infers that with fu 
employment, payments balance, and there is no pressure on exchanges. It should be noted that 
there is no reason to believe that stable exchanges must result from full employment. 

* “Tn the opinion of the Australian delegation the purposes of the Fund, which provide cr 
teria for its management, place too little emphasis on the promotion and maintenance of hig 
levels of employment, and too much emphasis on the promotion of exchange stability and 0 
shortening the duration and lessening the degree of disequilibrium in international balances 0! 
payments.” Statement by the delegation of Australia concerning Article I of the Articles 0! 
Agreement of the International Monetary Fund. 
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; paper has attempted to call attention to the existence of certain 
attitudes and objectives that may stand in the way of full mone- 
peration despite general adherence to the principles of the Inter- 

| Monetary Fund. These obstacles simply reflect the heterogeneity 

economic, political and social interests of the nations of the world, 

eir existence does not at all imply the failure of monetary cooperation. 

nevertheless true that the growing economic nationalism of the inter- 

eriod may be resumed, and if so, the work of those engaged in the 
nce of monetary and economic cooperation will be complicated. 
KENYON E. PooLe* 


* The author is associate professor of economics at Brown University. 


Marginal Theory and Business Behavior 


In the September, 1946, American Economic Review,' Professor Machlup 
es Professor Lester’s and other empiricists’ statements that conven- 
ng ‘ional marginal theory has been demonstrated to be largely invalid as an 
~~ nation of reality,? and presents in summarized form his own exposition 
, rginal revenue-marginal cost analysis. This paper remarks briefly con- 
four of the numerous theoretical aspects of Professor Machlup’s 

1 t methodologically more helpful to give “marginal revenue’”’ and 

ginal cost” the very broad meanings preferred by Professor Machlup 
we ious other economists, or to employ the more restricted definitions 

" Professor Lester and probably the majority of economists? 

Must a firm which attempts to maximize profits necessarily make any 
f calculations which can reasonably be said to involve even the ex- 
| concepts of marginal revenue and marginal cost? 

If the “burden of proof” were placed upon exponents instead of critics 

rginalism, what positive evidence in favor of marginal theory could be 

ght forward? 

Can even broadly expanded marginal theory account for the infre- 

with which changes in prices and/or pricing rules take place, and 
xtent (as well as direction) of the changes which do occur? 


I 


. fairly important extent, Professor Machlup’s criticisms of marginal- 
ritics are based merely upon choices of definitions. Some critics speak 
s and hopes of later happenings as considerations supplementary to 

r than entering into the calculation of marginal revenue and marginal 


Machlup, “‘Marginal Analysis and Empirical Research,” pp. 519-54. 
al attention is paid to Richard A. Lester, ‘Shortcomings of Marginal] Analysis for 
Employment Problems,” Am. Econ. Rev., Vol. XXXVI, No. 1 (Mar., 1946), and R. L. 
1 C. J. Hitch, “Price Theory and Business Behavior,” Oxford Economac Papers, No. 2 
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cost.* Professor Machlup apparently defines marginal revenue as “any ad. 
ditional income expected to result either directly or indirectly from the ar. 
tion in question,”’ and marginal cost as “‘any additional outgo expected ; 
result either directly or indirectly from the action.’’ 

Now there is no question of the logical permissibility of Professor Mach. 
lup’s definitions. Not only is there present the usual freedom of definition, 
choice, but also there is a decided kinship between an additional incom, 
accruing in manner A and another additional income accruing in manner }. 
and between an avoidable expense occurring in manner X and anothe; 
avoidable expense occurring in manner Y. 

Nevertheless, the narrower marginal definitions are probably methodo- 
logically more helpful. Professor Machlup himself has indicated the chie 
weakness of his own broader definitions in his criticism of the expansion of 
marginal theory to include non-pecuniary gains. ““There are,” he says, “eco- 
nomic theorists who would include considerations of this sort among the 
data for the marginal calculus of the firm. . . . It seems to me to be metb- 
odologically sounder if we do not reduce the non-pecuniary satisfactions and 
dissatisfactions ...to money terms and try to make them part of the 
profit-maximization scheme of the firm. If whatever a business man does js 
explained by the principle of profit-maximization . . . the analysis acquires 
the character of a system of definitions and tautologies, and loses much 
its value as an explanation of reality.’ 

This is precisely the leading criticism of the expanded definitions 
marginal revenue and marginal cost. If marginal revenue is defined to in- 
clude every possible consideration concerning rises and falls in gross income, 
and if marginal cost is defined to include every possible consideration con- 
cerning avoidable costs, the statement that a business man trying to maxi- 
mize profits will attempt to equate marginal revenue and marginal cost is 
merely a “highbrow” and awkward way of saying that he will consider 
everything that may increase his income and everything that may increase 
his outgo and then try to strike the best balance. The marginal] phraseolog) 
adds nothing to our understanding. It merely places a language barrier 
between the economist and the layman and introduces an element of con- 
fusion by giving unwary analysts the impression that there are only tw 
relevant variables instead of, say, 202, and by confronting students with 
awkward-sounding terms which are first learned and then “unlearned” | 
their narrower sense.® ; 

Other reasons, in addition to tautology and basic confusion, for preferring 
the narrower definitions include: 

(a) There is considerable value in a concept which can be pointed out as 


§ A passage to which Professor Machlup specifically objects is found on page 181 of Profes 
sor Lester’s Economics of Labor (New York, 1941). 

* Machlup, op. cit., p. 524. 

5 Ihtd., p. 526. 

6 “To be sure, when an instructor teaches graphical analysis, he will do well to abstract fro 
complicated cost and revenue anticipations and to concentrate on those that can be neat 
packed away in geometric curves” (ibid., p. 524). 
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anation which would suffice if variables X, Y, and Z did not intrude. 
mited-truth analysis is, of course, the special contribution of 
ian-type theory.) This reluctance to part with a valuable concept is 
y the attitude which Professor Machlup reflected when he stated 
usion of non-pecuniary considerations would rob maximization 

s of much of its value. 
[he narrower definitions of margina] revenue and marginal cost play 
nt roles in the analysis of both the purely competitive firm and that 
; phenomenon, the near-monopoly with a severely limited life. They 


ve here the effect of greatly simplifying analysis; i.e., through their use 


fly worded conclusion is made complete without being misleading be- 
f hidden complexity. The blurring of such concepts not only creates 
in the ways mentioned above, but also veils the simplicity of 

smpetitive and short-lived monopoly analysis. 
When the expanded concept of marginal revenue is employed, the 
11 of marginal revenues over a given period of time will very prob- 


be greater than total revenue for the same time period. This arises from 


ts that part of the marginal revenue (broadly defined) from good- 
les consists of profits on future sales and that the marginal revenue 
. later sale is not diminished by the allocation of its profit portion to a 
| revenue of the past. Some truly impressive discrepancies between 
) totals can be demonstrated. Assume a firm with a hard-boiled 
ing agent who will for all time transfer his trade from any supplying 
ich refuses to accept any order placed with it. Then each time that 
pplying firm accepts an order from this purchasing agent, the margi- 


venue derived from the sale equals the sales price plus the profits from 
future sales. (Frederic Wakeman’s novel The Hucksters illustrates the 


It is probable that, when business men think of various potential 
nd goods, they frequently think first of imperfectly quantitative 
ums by which income and outgo will be increased or decreased by 
ssible future happenings, rather than of the effects upon the busi- 
nan’s substitutes for demand and supply curves. Psychologically, 
re, it is probably sounder not to include such calculations in the 


rinal-cost and marginal-revenue figures, however logically they can be 


n. Moreover, omission of such consideration from marginal cost and 
il revenue would eliminate an unnecessary pedagogical headache. 
learning about the “‘curves,”’ students may be able to “unlearn” them 
quire the broader concepts of marginal cost and marginal revenue; 
most certainly they will not have the intellectual curiosity or the 
to go back and make such changes as are required in the demand 


t escape this difficulty by stating that marginal revenue calculations are made for 

riod” rather than for individual sales within that period. At each point in time 

is made a new marginal revenue calculation is logically implied. The advertising 

of The Hucksters had numerous occasions to calculate the marginal revenue derived 
p tycoon’s business. 
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“curve” and the other lines on the graphs. Rather they will leave the course 
with a few more than the usual quota of contradictory beliefs.® 

(e) As Professor Machlup indicated in his discussion of average cost as q 
measurement of long-run demand elasticity,® there is kinship between the 
potential developments which marginally calculating business men prognos. 
ticate when they set price at (approximately) “average cost,” and the de. 
velopments which long-run theory states will result in a price approx. 
mating average cost. It is not helpful to rephrase the plain-language profit. 
maximization formula in marginal terms which, at first glance, appear to 
imply a strong contrast between the cost estimates which business men take 
into account and the cost figures that tend to approximate price in the long 


II 


At the beginning of his summarized exposition of marginal theory, Pro- 
fessor Machlup places a statement which, at first glance, may appear to be 
safely tautological. “The proposition,” he states, ‘‘that the firm will attemp: 
to equate marginal cost and marginal revenue is logically implied in the 
assumption that the firm will attempt to maximize its profits (or minimize 
its losses).”’"" This statement is mot a tautology, however, unless the phrase 
“attempt to equate marginal cost and marginal revenue” is by definition 
made synonomous with “attempt to maximize profit.’”’ Instead, it is er- 
roneous. There is no logical necessity that a business man make even | 
roughest of calculations concerning (broadly defined) marginal revenue and 
marginal cost before believing that a certain policy (say, percentage mark- 
up) will yield the greatest profit. Indeed, frequently there is no economic 
necessity that he reason marginally if he is to succeed. Ability to make use 
marginal analysis is neither an invariable requirement nor an invariab| 
promise of business success—as economic professors should be the first 
emphasize. 

Whether business men usually do, in some imperfectly quantitative way, 
reason marginally (in the broad sense of that term) if they wish to maximize 
profits, is, of course, another question. Economic analysis is not aided by 
the assumption that they must. 


III 


The heart of Professor Machlup’s paper is, of course, its attack upon the 
“alleged” empirical evidence of the limitations of marginalism. For this 


8 See the quotation from Professor Machlup above, footnote 6. 

® Machlup, op. cit., pp. 542-44. 

10 This statement does not imply more than a limited acceptance of the elasticity-of-d 
mand argument. Analysis of both cartel and oligopolistic selection of price leads to the conclu 
sion that only rarely would a “full cost” price maximize profits. Moreover, the “average” 
‘full’ cost which business men use in their calculations and which tends to be equa! to pri 
in the long run, is at least as much price-determined as price-determining. It certainly is greater 
than “least cost.” 

This footnote supports Professor Machlup’s argument in one respect, of course; #.¢., it casts 
doubt upon the adequacy of a “full cost”’ price policy explanation. 

11 Machlup, op. cit., p. 521. 


Course 


St asa 
Cn the 
UENOS- 


he de- 


COMMUNICATIONS 379 


reason, comparatively little emphasis was placed on empirical evidence 

upporting the validity of marginal theory. Moreover, the approach of the 

:piricists whom he criticized invited, in a way, the adoption of a burden- 

proof attitude.” It is only fair to point out, however, that in a court of 

r a formal debating society the judge or the rules committee would 

r allow the controversy to take the form in which it has so far been 

sented. For, if business men say that they think in average-cost terms, 

n, if the burden of proof rests upon anyone at all (and it should not in 

economic discussion), it rests on the marginalists who do not believe the 

hysiness man, rather than on the economic iconoclasts who (with modifica- 

ns of varying importance) take him at his word. Any economist is Jogi- 

y free to be sceptical of the accuracy and/or honesty of the business 

n’s claim; but the fact that conventional economic analysis has been 

t upon the rock of marginalism is not sufficient for more than an opening 

ism.’ Empirical evidence must be offered, if the Rules of Order are 

beyed. And, as Professor Machlup points out in his criticism of the 

narginal empiricists, the evidence must not be subject to interpreta- 

n alternative ways. In this case, the evidence must be logically con- 

sistent only with marginal theory. 

Now there is no intent to argue here that considerable evidence of margi- 

nking (especially in the broader sense of that term) cannot be found. 

Cost Behavior and Price Policy, for instance, refers to numerous examples."® 

But securing a sufficiently great body of empirical evidence to establish a 

ng empirical case for the general validity of marginal theory would 
robably be an impossible undertaking. 

One obstacle here, of course, would be merely the general difficulty of 

securing ‘‘clinching” empirical evidence of any type; that is, even when 


both Professor Lester’s article and the Oxford economists’ paper imply an attitude of 
ng’’ marginal theory, rather than two or more alternative theories. (Richard A. Lester, op. 
R. L. Hall and C. J. Hitch, op cit.) 


fessor Machlup believes that usually they do not consciously rationalize (op. cit., 
This leads to the “psychological’’ question of whether, if business men believe that their 
s well as their immediate pricing policy is average-cost-plus-a-percentage, it is likely 
lecisions will be exactly, or almost exactly, the same as those which they would make 
were fuliy aware of their motives. Economists attempting to answer such a question, of 
ire “laymen,” not technicians. 
ght also be added that economists are “laymen” when they tackle the problem of 
lization in any form. There is the possibility, for instance, that, for numerous business 
Professor Machlup has described in reverse the rationalization process. As philosophers 
ng emphasized, there is a subtle process through which means tend to become ends. Per- 
n this sense, business conservatives believe that “full cost’’ is a profitable pricing policy 
they proclaim allegiance to it, rather than proclaim allegiance to it because they believe 
le policy. 


rden-of-proof defense of marginalism is similar to the position taken by business-cycle 


sts who insist that cyclical analysis must begin by explaining why the economy departed 
state of equilibrium. Both attitudes rest upon the assumption that a logically constructed 
is an empirical validity because of its sheer logic. 
Machlup, of. cit., p. 537 ff. 


“ Conference on Price Research, Cost Behavior and Price Policy, pp. 267-88. 
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behavior is consistent with marginalism and when there is no obstacle of 
the business man’s statement that he is not marginally minded, the chances 
are that there will be something about the behavior which will enable it to 
be fitted into only a “fractionally marginal” theory also. A perhaps more 
formidable obstacle consists of the business men’s statements; the dis. 
claimers of marginal thinking must be proved to be very largely wrong. 
Probably the most formidable obstacle of all to the seekers of empirica| 
evidence of the validity of marginalism, however, is the fact that, quite 
apart from business men’s statements, marginal theory does not seem to be 
even a nearly adequate explanation of business behavior. Some of the 
reasons for this conclusion are set forth in Section IV of this paper. 

Professor Machlup, in the course of his attack on the antimarginalists, 
finds some positive support for the validity of marginalism in the move- 
ments of price-full cost margins. Evidence of the incompleteness or un- 
tenability of the average-cost thesis can be found, he says, in the fact that 
such margins vary among different firms at the same time, for the same firm 
at different times, and among different products of the same firms."” 

This, however, is very limited evidence, since about all that it definitely 
indicates is that a simple average-cost theory of pricing is incomplete. 1 he 
evidence does mot indicate whether firms attempt to maximize profits or are 
content with some less ambitious goal such as “fair” or “satisfactory” 
profits. Neither does it provide an answer to the question raised below, 
in Section IV, concerning business men’s “‘alertness’”’ and the normalcy of 
their even seriously thinking about changes in prices. About all that it indi- 
cates is that, om some occasions, for some reason or reasons, business men pay 
some attention to demand elasticities. It provides support for no more 
than a “fractional marginalism.’”* 

IV 


Part of Professor Machlup’s reply to the empiricists is that margina 
analysis is an explanation of change, not of a state-of-being. “‘ . . . Marginal 
analysis really intends to explain the effects which certain changes in con- 
ditions may have upon the actions of the firm.’”* Now certainly marginal 
analysis is most useful as an explanation of change. Whether economic 


17 Machlup, op. cit., pp. 541, 545-47. 

18 Indeed, if economists cared to play with words and broaden definitions, they could shov 
that the evidence cited is logically compatible with a sort of “‘average-cost”’ explanation. As the 
above paragraph states, the evidence does not in any way prove that maximum profit rather 


tn 
ot 


than “fair profit”? (over a period of time) is a firm’s goal. Therefore, all that is necessary t 
the evidence into an “average-cost” explanation is to define average cost as “total expenses of 
the firm during the relevant time period, divided by total output” (with no distinction mad 
between different types of output), and price as “total revenue of the firm during the relevant 
time period, divided by total output” (again with no distinction among different types of « 
put). Employment of the definitions and the derived principle would not be a very instructive 
way of saying that the firm in question was trying to make a “fair’’ profit over a given time 
period, however. This wordplay has been introduced merely to illustrate again the conclusions 
that can follow from expanded definitions. The “average-cost” and “price” definitions give 
here are not much broader than the meanings sometimes assigned to the marginal concepts 


1 Machlup, op. cit., p. 521. 


COMMUNICATIONS 381 


ided by inattention to states-of-being is another question, how- 


nd economic theorists making use of marginal analysis have pretty 


tried to explain existing levels of prices and wages, etc., as well as 


ces that have occurred and may occur. 
{ the narrower function of marginalism is accepted, certain doubts 


erning the completeness of its explanation. If marginal theory is to 
juate, or almost adequate, theory of change, it must account not 


the movements in prices, but also for the lack of movement at other 


nd, more importantly, it must explain why the price movements 


take place can frequently be at least immediately accounted for by 
‘to certain rules of thumb, such as “‘full cost.” Finally, when pricing 


indoned, marginal theory must explain not only the fact but also 


t of alteration. 


ortrayal of the marginal theory’s business man may serve to 
me of the reasons for doubting the theory’s adequacy. If business 
ingly think along marginal lines, they must be in a continuous 
ilert,” ready to change prices and/or pricing rules whenever their 


intuitions (rightly or wrongly) detect a change in demand or sup- 


ns (for the relevant time period, whether short or long). Mar- 
broadly interpreted) does not postulate continuous change in 
till less does it postulate continuous departures from established 


rules, since “short-run” developments may not be expected to alter 


| demand “curves” for a relevant longer time period; but margin- 
postulate continuous readiness to change. It is not logically 


tible with either an easy-going or complacent attitude out of which a 
nan must be shocked into alertness, or a state of mind so engrossed 
n-pricing matters that the business man usually has neither the 
or the willingness seriously to consider price or policy changes. 
y, marginal theory is not consistent with that sort of conservatism 


iits in clinging to an established practice until events clearly show 
nwise, or, in other words, with that type of cautiousness which 
to believe that his “independent” calculations probably would 


r even if he made them and that it is safer to stick by the status 


ec 721 

n to states-of-being appears to be partly responsible for Professor Machlup’s 
t cartel and oligopolistic use of a “full cost’ pricing policy can be adequately ex- 
ms of the relationship of average cost to long-run elasticity of demand (ibid., 
If a price equal to “full cost” is already quoted, cartel members and oligopolists 
for elasticity-of-demand reasons, to depart from it. Elasticity-of-demand con- 
not, however, adequately explain why a price equal to “full cost’’ was selected 
e. Analysis of both cartel and oligopolistic selection of prices leads to the con- 

ly rarely would a “full cost” price maximize profits. 
r Machlup argues that the cost and revenue figures of marginal theory are merely 
ses and hunches. Concerning the “subjectivity” of these estimates, there is 


However, if business men believe that their guesses are poorly informed, they will 


play safe and not make changes as long as all goes well. 
g a business man’s reasoning, Professor Machlup refers to the analogy of an 
ikes a snap judgment to pass, or not to pass, a truck. But the analogy is not an 


There is a greater penalty for the autoist’s lack of alertness; usually, at least, the 
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Now the extent to which business men are in a state of “alert” ang ; 
which they are willing to make and to rely upon “independent” calculatigp: 
is not a question which can be decided via “theorizing” or even by feasih, 
empirical research. However, at least some observers have not believed 
business behavior to correspond very closely to the “marginal” description, 
and deduction provides at least some evidence in support of such an ob. 
servation. In an economy where common costs are prevalent and joint costs 
not infrequent,” where variables are numerous and mostly of complicated 
and uncertain nature, and where price decisions are only one type of worry. 
it would certainly be understandable if most business men usually decided 
to abide by accepted prices and/or rules until they were clearly proved 
wrong. 

Marginalism (broadly interpreted) as an explanation of price-rule changes 
(and of price movements in those cases where there are no ascertainable 
price rules) is probably less subject to criticism than marginalism as an ex. 
planation of the infrequency of change. Even in this respect, however, j; 
probably provides no more than a substantial part of the answer. Business 
men, for the most part, do not appear to be either as avaricious or as 
namic or as logical as marginal theory portrays them; probably most . 
them are too little money-loving, or too lazy, or too irrational serious|y 
to attempt the prescribed marginal calculations. And while margina 
theory contains, no doubt, this degree of truth: few business men would 
make price or other changes if they did not expect greater profits (or smaller 
losses) to ensue, the more restricted conclusion that the new prices are 
selected because they are expected to equate marginal revenue and marginal 
cost does not necessarily follow.™ 

The history of cartels probably has some relevance to this question of the 
degree of validity of marginal analysis. Apparently most cartels have been 
formed to prevent or to minimize Josses ;* and while profit maximization and 


driver of an automobile has fewer distracting worries; the highway variables are more ob\ 
and not nearly so numerous or complicated; frequent highway decisions made and results 
proved probably have led to greater confidence in “independent”’ decisions; and finally, eit 
the automobile driver does not have an established rule-of-thumb upon which he thinks he can 
rely—or, if he does rely upon such a rule without making a complicated “‘snap”’ calculation, he 
is not reasoning like a marginalist. 

22 For a discussion of the limitations of cost data, see the summarized report of an OPA stud 
in M. L. Black, Jr. and Harold B. Eversole, ‘“‘Cost Accounting in Price Determination,” Jow 
of Accountancy, November, 1946; also, Conference on Price Research, Cost Behavior and Price 
Policy, pp. 282-87. In addition to pointing out the limitation of cost-accounting data, Professor 
Black and Eversole argue that “OPA experience in thousands of cases clearly shows that proper 
costing cannot be done by ‘rule-of-thumb’ approximations or by intuition” (0p. cit., p. 37! 
This conclusion, of course, is as damaging to a half-way rigorous average-cost theory of pricing 
as to a half-way meaningful marginal theory. 

23 Again the lack of cost data, mentioned in footnote 22, may be emphasized. If busines 
men generally wished seriously to attempt the prescribed marginal calculations, it appears 
that they would be more anxious to have more nearly adequate cost information. 

* A comment made in footnote 13 also applies here. If business men do not consciously 
tionalize, do they unconsciously follow marginal analysis very closely? 

25 Economists who prefer to talk in average-cost terms express the same belief when they 
say that cartels have usually been formed because price fell, or threatened to fall, below aver 
age cost. 
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nimization are sometimes used loosely as synonyms, there is a wide 
between the two concepts’ psychological significance. The relatively 


t formation of cartels during periods of good business is probably 
in large part to the easier-going attitude of business men making 
ry profits” as well as to the optimism of go-getters expecting to 
r shares of the market.” 
HENRY M. OLIVER, Jr.* 


her reason for doubting that marginal theory can adequately explain business be- 


be found in the frequent quotation of “full cost” prices. As footnotes 10 and 20 
rofessor Machlup’s explanation of “full cost” pricing via reference to long-run elas- 
nd is inadequate. A reasonably complete elucidation of this argument, however, 
ther paper—not just a few concluding paragraphs. See Henry M. Oliver, Jr., 
st and Long-Run Elasticity of Demand,”’ Jour. Pol. Econ., June, 1947. 
ris associate professor of economics at the University of North Carolina. 


Reflections on the President’s Economic Report 


nomic documents have had so much thoughtful attention from 
ts as is likely to be given the Economic Report of the President, 
to Congress on January 8, 1947. Considered simply by itself 
ment from the President of the United States on the national 
1 critical year, it is a report that merits serious attention; but 


e of a professional economist it appears much more than an isolated 


il message. It marks the beginning of a great experiment, the 
r failure of which might have profound consequences for the 
ind possibly even for the political structure of the United States 

r nations. Depending for its success on enlightened public con- 
of major economic problems of the nation, the experiment is a 


in economic education on a grand scale, and it presupposes a con- 


listillation of critical knowledge and judgment on economic affairs 
uld significantly affect the development of economic science. 


nitial step in an economic experiment, this Report of the President 
ewed against the background of the Great Depression of the 
the revolution in economic and political thinking which it en- 
Forcing action by national governments to remove or to soften 
tive effects, the depression brought wide acceptance of the 


t governments of politically and economically advanced countries 


me an ultimate responsibility for effective operation of the 
onomy. They must see to it, in the common phrase, that con- 
ill employment” is somehow provided.” There was left open as a 


t Printing Office, Washington, 1947. 

ly no short statement that could win even majority approval as accurately 
ibility of government; the Congress used over 100 words in the Employ- 
1946 to state the obligation which it recognized. My own impression is that the 
: countries of the western world now attributes to government a potential 
greater than the declaration of policy of the Employment Act clearly expresses. 
he congressional hearings and debate, Congress undertook in the act to place 
f the responsibility which it knew must devolve on the federal government 

ly carried by others. 
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practical issue only the question of means. Must private-enterprise ecop. 
omies give way to socialism? May private enterprise be retained, with govern. 
mental emergency measures held in readiness and used whenever employ. 
ment lags? Or can the functioning of private enterprise be so improved t! that 
no drastic emergency measures need be kept in readiness? 

The answer which the United States offers to these questions is in th, 
Employment Act of 1946. It is an answer with strong roots in the belie 
that an express commitment of the government to providing full emp! 
ment would be a decision to strangle free private enterprise, and that ; 
the preservation of free enterprise hangs also the preservation of demo 
racy. 

The obligation expressed in the Employment Act of 1946 is “that it 
the continuing policy and responsibility of the Federal Government t: 
all practicable means consistent with its needs and obligations and 
essential considerations of national policy ... to promote maximum en. 
ployment, production, and purchasing power.” As means to that end, th 
act places its reliance on wise economic advice elevated to a position oj 
highest standing in public attention. It creates a Council of Economic Ad. 
visers which sits at the right hand of the President and assists him in th 
preparation of an annual Economic Report, conceived as the central featur 
of the effort.’ 

The Economic Report, accorded high place in the business of government 
is to be considered with the dignified ceremony appropriate to its pur 
pose. Each year it is to be transmitted by the Pecchiend to the Congress at 
the beginning of the congressional session. A special joint congressional 
Committee on the Economic Report, created under the Employment Act, 
is charged with considering the report and filing with the Senate and 
House of Representatives not later than February 1 “‘its findings and recon- 
mendations with respect to each of the main recommendations made by th 
President in the Economic Report.” 

Charged with such heavy responsibilities and given corresponding | 
tion in the affairs of government, what are the powers by which the E 
nomic Report may meet the demands laid on it? In a word, they ar 
powers of education, of economic enlightenment. 

Are these powers sufficient? Does there exist the knowledge required for 
the purposes of the Economic Report? If so, can it be assembled by 
three members of the Council of Economic Advisers, and will it be well us 
by the President in his Economic Report? Will Congress act promptly and 
wisely on the recommendations which concern it, and will there be fort 
coming “the assistance and cooperation of industry, agriculture, labor, au 

? In his letter transmitting the Economic Report of 1947, the President acknowledged 
and assistance of members of the Cabinet and heads of independent agencies as well as 
Council of Economic Advisers. 

The Council is required to make an annual report to the President in December of each yest 
It has interpreted this mandate as calling for something quite apart from the document 
pared as a basis for the Economic Report of the President; its first Annual Report, consisting 
mainly of an exposition of the political and economic philosophy of the Employment Act, prt 
sents an illuminating statement of its concept of the task assigned the Council. The Counais 
report includes as an appendix the revised text of the Employment Act. 
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local governments,”’ to which the act looks for support in ac- 
nent of its aims? Time must give the answers to these questions; 
; them now only to explore implications of the assignment under- 
y the Economic Report. 
economists may doubt whether the provisions of the Employment 
1946 are adequate to its purposes, but few will hesitate to bend their 
ard its success. Its success would be a triumph of the democratic 
lividual freedom, enlightenment, and disciplined social action. 
es edures it establishes, even though they should prove inadequate 
“te in purpose, can scarcely fail to speed the development of economic 
diffuse economic knowledge and understanding, and to lay a 
for wise action on any further measures that may be needed. 
ficance of the act for economists and for economic science has 
ed so fully elsewhere‘ that I see warrant for further comment 
y two points. The first concerns the position of the ‘Economic 
relation to the act. 
») the first Economic Report, as prescribed by law, is its pre- 
‘The Nation’s Economic Budget,” which is summarized in the 
eport and set forth in greater detail in appendixes. In spite of 
lel close students know exist in its materials, the ‘‘budget”’ is the 
national economy and of much penetrating economic analysis 
ia tion ined and large-scale effort begun nearly thirty years ago.’ The 
Ss Employment Act will depend in no small part on how effective 
of the economic budget proves as an approach in economic 
bt n. The congressional mandate expresses a considered view that the 
budget summarizes the main economic facts deserving public 
[here is a strong body of opinion also in its favor for class- 
struction. One expression, coinciding remarkably in time with 
mn of the Economic Report of the President, appeared in an article 
[Teaching of Economics” in the London Economist,’ which sug- 
What seems to be required is some fruitful combination of the 
| descriptive approaches. . . . A suitable starting-point might be 
| Income, its definition, size, and problems of its evaluation.” 
\merican teacher of economics to whom such an approach appeals, 
mic Report of the President offers opportunity to deal at the same 
matters of the greatest immediate national importance. 


Nourse, “Economics in the Public Service,” in the Proceedings of the American 
As ation, Am. Econ. Rev., Vol. XX XVII, No. 2 (May, 1947), pp. 21-30. 


re even earlier, but continued studies on a large scale may be said to have be- 
nin 1920 of the national income investigations of the National Bureau of 


lent of the history of economic thought should undertake soon an analysis of the 
\al-income studies in the development of modern economic thought. The subject 
nity for an illuminating exposition of the interplay of deductive thinking and 
nvestigation which might contribute substantially to our understanding of the 
hod in economics. 


‘ ~ 


4, 1947, pp. 5, 6. 
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In the first Economic Report of the President one may suspect some ey). 
dence of a weakness that could prove fatal unless vigilantly guarded againg; 
Its recommendations seem to read a little too much like a political party 
platform.’ The report, it must be remembered, is that of a party leader as 
well as of the Chief Executive, and the Economic Advisers hold office at his 
pleasure. Exposure of the Council and of the Economic Report to the risk 
of use for partisan political ends, though probably necessary, is a major 
hazard to the success of the Employment Act. Every effort must be made 
to keep the Economic Report above party politics. 

HOLBROOK Workinc* 


7 It is mainly from the recommendations for a long-term program that I get this impressiop 
and I wonder if they might not better have been less numerous, or reserved for a separate 
presidential message to Congress. 

* The author is professor of prices and statistics and economist in the Food Research Insti. 
tute, Stanford University. 


The Nathan Report and Its Critics 


The Nathan Report! advances three theses for wages in 1947: 

(1) That the country requires a national (instead of piece-meal) wage 

policy in 1947. 

(2) That “the national interest requires a major general increase ir 
wage rates” in 1947 as the basis for such policy. 

(3) That such “further substantial wage increase without a general 
price increase is possible, justifiable and essential.” 

To support these conclusions, the authors undertake a comparison of 
wages for January, 1945 and October, 1946 and profits for 1936-39 andat 
a projected 1947 annual rate. The wage comparisons are further broker 
down to cover groups within manufacturing industry as well as others in 
non-manufacturing. The profits data are grouped only for all corporations 
and for manufacturing corporations. The chief inference is that all corpora- 
tions taken collectively could raise wages 25 per cent and manufacturing 
corporations 21 per cent and yet maintain their average 1936-39 rate 
return (after taxes) on current net worth, without increasing prices. 

The authors limit their chief recommendation to a “major general in- 
crease,”’ for which these figures may be guides. The figures, they observe, 
‘‘do not apply exactly to any individual industry,” and “the profit and wage 
picture must be considered separately in each wage negotiation.” 

[he wage comparisons are intended mainly to justify a general increase 
which the authors believe to be proved possible at December, 1946 prices 
To make the justification, they choose as a base period for wages January, 
1945, when average gross hourly and average weekly earnings of production 
workers in manufacturing had attained their all-time highs. Choice of this 
base rests, apparently, on the assertion that even then wages did not make 
possible the attainment of “‘the American standard of living.” 

Between January, 1945 and October, 1946, average gross hourly earnings 


1A National Wage Policy for 1947 (Washington, Robert R. Nathan Associates, 1940). The 
report was privately prepared at the request of the CIO. 
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ufacturing (production workers) rose from $1.046 to $1.132 (8.2 

, while average weekly earnings fell from $47.50 to $45.83 (3.5 
The index of consumer prices advanced 16.8 per cent. Deflation 
October, 1946 earnings figures, the authors find, requires an 8 per 

» in hourly earnings and a 21 per cent rise in weekly earnings to 
January, 1945 real earnings. Price increases to the end of 1946 
re corresponding “‘corrective”’ increases of 10 per cent and 23 per cent, 


restore parity with January, 1945. 


report acknowledges that low-wage workers made actual gains 
the period, and that the decline in weekly earnings is associated with 
11 per cent cut in hours worked. Neither fact qualifies the conclusion, the 
t contends. It also asserts that the 8.2 per cent rise in gross hourly 
ngs measures the true rise in hourly labor costs in the period, rather 
the 18.5 cents increase (1946) made in settlement of major disputes 


t year. Most workers got much less than 18.5 cents. And despite the 8.2 


ent cost increase, prices of manufactured products at wholesale rose 
per cent over the period. Thus, the authors conclude, the 1946 wage 
did not cause the price increases of the period. They make no allow- 
for the following factors: the accumulated rise in unit labor costs from 


39 to 1945 (40-50 per cent for selected manufacturing industries); the 


of stoppages upon deferred demand; and the effect of large general 
ises in primary industries—transportation, coal, basic steel—upon 
ion and wage costs elsewhere. 
1uthors use apparently official figures for the 1936-39 base period of 
profits comparison (limited to corporate enterprise). These are con- 
| with an annual projection for 1947, derived by Nathan from his 
nate (by a method not set forth) for the December, 1946 quarter. Be- 
xes, all corporate profits are expected to increase over the period 


m $5.3 billion to $24.8 billion (366 per cent). For manufacturing corpora- 


, the change will be from $3.2 billion to $13.2 billion (313 per cent). 
taxes, the increases will be from $3.95 billion to $14.9 billion (277 


r cent) for all corporations, and from $2.5 billion to $7.9 billion (216 per 


for manufacturing corporations. 

these figures, profits after taxes as a percentage of total sales value 
e from 3.2 per cent to 5.7 per cent (all corporations) over the period, 
m 4.3 per cent to 5.6 per cent for manufacturing alone. Further, in 

39 all corporations earned (after taxes) 2.9 per cent on net worth; 


nufacturing alone, 6.9 per cent. On the 1947 estimate, respective rates of 


rm on current net worth will be 9.1 per cent and 11.6 per cent. Net worth, 

report states, is currently inflated by large holdings of cash and other 

ts unrelated to the business. 

he authors then propose to transfer to wages, at current prices, that 
t from expected 1947 profits that will lower the rate of return (after 
on net worth to that prevailing in 1936-39. For manufacturing this 

| permit a $5.1 billion increase in production worker payrolls or 21 

cent, leaving $4.7 billions net profit or a 6.9 per cent return on current 
orth. For all corporations, the transfer would involve $17 billions to 
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payrolls, or ‘‘at least” 25 per cent, with remaining net profit (as estimate; 
still to yield 2.9 per cent on current net worth. 

This is the manner, buttressed by additional] statistics, by which the 
authors sustain the argument that a major general increase is justifiabj. 
and possible. They find such increase also to be desirable and essentia] ap. 
parently on the ground that, since current profits are ‘‘excessive,”’ failure ; 
convert a substantial portion to wages (with employment and prices, oj 
course, constant) will mean inadequate consumption and hence def). 
tionary collapse. 

Mr. George Terborgh, research director of the Machinery and Allied 
Products Institute, a trade organization, has attacked the Nathan Report! 
chiefly on the grounds that profits are not excessive and that a general wage 
increase without a general price increase is neither possible nor desirable 
Instead, he favors holding the wage line at present levels, save for piece. 
meal increases to a few laggard groups (schoolteachers, municipal em. 
ployees). 

He finds on estimate that present profits of all corporations are beloy 
that percentage of national income attained in former years of high em. 
ployment—the “‘normal” is 9-10 per cent as against less than 9 per 
on Nathan’s own $15 billion (after taxes) 1947 projection, with probal 
national income at $170 billion. But Terborgh would cut $3 billion from 
Nathan’s figure, to allow for temporary profits emerging from the lag : 
materials costing behind the 50 per cent rise in raw materials prices in the 
last half of 1946. He would knock out an additional $1 billion for inade- 
quate depreciation charges, which largely fail to allow for higher current 
replacement costs. The adjusted net profit of all corporations in 1947 will 
then be $11 billion, or only 6.5 per cent of expected national income, we! 
below “normal.” 

Terborgh finds the January, 1945 wage base conceals the gains in real 
hourly and weekly earnings in manufacturing during the large expansion 
of 1939-44. On a 1939 or 1941 base, Nathan’s case collapses. Finally, 
Terborgh can find no special case in equity for production workers in 
manufacturing, as compared with other wage earners, if 1941 is used. 

He then argues that the proposed increase would not actually capture 
profits, because marginal firms would raise prices or withdraw—either way, 
prices will rise, output is likely to fall, and intramarginal firms will preserve 
their margins. Wage increases, he contends, come not out of profits but 
from production increases. A general increase now (wages) would only 
warp further the distribution of wage income in favor of organized labor, 
chief beneficiary in 1946, and at the expense of laggard groups that were 
and again will be the losers. 

Ralph W. Robey, chief economist of the National Association of Manu- 
facturers, has also entered the fray, with a brief and nontechnical rebutta! 
to the Nathan Report. He questions Nathan’s ability as a guesser and 
objects to the double bases for the comparisons. He notes the variability o! 

2 George Terborgh, “An Analysis of the Nathan Report entitled ‘A National Wage Policy tor 
1947’,”’ Machinery and Allied Products Inst. Bull., No. 1965 (December 19, 1946). 
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ng and within industries and challenges the use of global totals 


Lig 


etermination. He also contends that Nathan’s proposal would 
es. The alternative is to hold the wage line, letting competition 
r resistance bring down prices.® 
points outline the major issues in the controversy. My comments 
brief and will mainly concern the report itself. 
earners generally and others with low incomes have been hurt by 
t rise in prices, although the war period as a whole has improved 
iterial position. Most economists would agree to the possibility 


rability of a further advance in living standards. Many also share 


-hension that deflation lies ahead if inflationary price increases 
omitant shift to profits continue much further. To the extent 
sed wage rates can add to living standards generally, prevent 

| yet not provoke further inflation, they will command broad 
support. These considerations impel sympathy with the pur- 

Nathan’s program. However, the means proposed require careful 


ng that a general wage increase could now be made without 
prices carries no assurance that this would happen. In the ab- 

e control, a priori analysis suggests generally that the increase 
costs of the single firm following a wage increase would raise 
wer output, if demand is unchanged. If demand rose propor- 

| in consequence of the wage increase, which is relatively un- 
put might even increase with the increase in price.‘ Even an 
with a kinked demand curve and a discontinuous marginal 
tion would be likely to raise price, because he would expect his 

o raise prices,§ where all of them and firms producing closely 

ve commodities are undergoing a major general wage increase. To 
luction of higher prices with a general wage increase, then, 

ie that firms pay little attention to changes in marginal costs 
their price and output policies, which seems to me generally un- 


rices still remain under control, as with railroads and public 
run output is set by demand, it is true, and the wage increase 
mmediately lead to higher prices. But even here the price fixers 
d to allow a “fair return,”’ and on this basis such rates have 
been increasing. 

“The Facts versus the Nathan Report,’ published as an undated pam- 

National Association of Manufacturers. 
ther assumptions underlying the CIO wage-price doctrine, see the discussion 
brenner, “Price Contro] under Imperfect Competition,’”? Am. Econ. Rev., 


XVII, No. 1 (Mar., 1947), pp. 118-20. 


oly case, it is argued that the firm would not raise price and curtail output 

rginal cost unique to the firm, because it will consider the probable effects of 

onses upon its demand curve. See Paul M. Sweezy, ““Demand under Conditions 

Jour. Pol. Econ., Vol. XLVII, No. 4 (Aug., 1939), pp. 568-73; and the interest- 

ent by Lloyd G. Reynolds, “‘Relations between wage rates, costs, and prices,” 
, Vol. XXXII, No. 1, Suppl., Pt. 2 (Mar., 1942), pp. 275-89. 
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2. A logical inference is not necessarily a prediction of fact. Withoy; 
official price control, what other means lie open for combining the wage . 
crease with stable prices? (a) Self-restraint of businessmen: Nathan himge 
notes that it failed in 1946. (b) Public opinion: in practical terms this mea; 
buyers’ strikes and involves decreased output and unemployment. (c) Dis. 
appearance of excesses of demand for certain products: where indicated ) 
firms, by rising inventories and a decline in the new order rate, they mig}; 
be “encouraged” to sustain the wage increase and keep prices constan; 
Something like this seems to have happened in the rubber and textile sett|p. 
ments. (d) A widened conception of union objectives in collective bargain. 
ing: the union would stipulate (and have to obtain) the condition that prices 
must be unchanged despite the wage increase. Even so, the firm coy) 
maximize by cutting output; hence the union, to avoid unemployment, 
must also stipulate that output cannot be decreased. For cases of imperiec 
competition, a union that consistently followed these objectives woul 
even be doing police-work in the public interest. On the other hand, th 
larger implications of this kind of reorganization in the economy are not 
reassuring. And it is hardly likely that American management is now wil. 
ing to bargain about such matters. 

The only factor among these that seems to me promising is the prospec. 
tive disappearance of excesses of demand. But this very development wil 
also increase the resistance of employers to wage demands on the order of % 
20-25 per cent. On the whole, the prospects are more likely that prices 
would increase under Nathan’s policy. 

3. Nathan’s proposal would not be available to the majority of wage 
earners, for lack of organized bargaining power. They would face a further 
reduction in real wages. This development, and the prospect that invest- 
ment plans would be curtailed with a new wage-price round, might wel 
bring on a serious recession. This is hardly compatible with the general 
increase in living standards that is sought. 

4. It is doubtful wisdom, in the long run, to attempt to finance wage in 
creases by a transfer from total profits, because of the impairment of saving 
and capital formation. Capital formation is invited by prospective proit; 
saving in part depends upon realized profits, either retained for use 1 
internal financing or paid out as returns to ownership. Capital formation 
leads to increased capacity and efficiency, making possible higher money 
and real wages. I venture to say that this country, and the world, requires 
high rate of capital formation indefinitely, if a more abundant life is 
become a reality. It is wiser to concentrate upon keeping capital formation 
going than to aim at a secular decline in its relative importance. 

This does not mean that the present volume of profits, temporarily 1 
flated as it is by inventory appreciation and obsolete depreciation chargé, 
should not be reduced. But Nathan’s proposed $17 billion reduction from 
an estimated $25 billions for all corporate enterprise is too large. In acknow: 
edging the social function of profits in a price system, one is not obliges, 
however, to defend cases of differential profits arising from imperfect com 
petition. 
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5. Profits of individual firms frequently are an element in collective 

saining—but only one among many. It is dangerous to link wage levels 

price and profits parity standard, as Nathan does. The use of a global 

invites demands for increases that are entirely too large for price 

stability. No economy can support annual general increases of 20-25 per 

ind it borders on the irresponsible to encourage organized labor to 

otherwise. Furthermore, if the wage level is tied to profits and 

s, the prospects of cumulative inflation and deflation will be greatly 
ised. 

6. As a technical matter, Nathan’s “double standard” for the wage- 
comparisons is open to objection. I find no justification for the two 
eriods together. Had 1939 or 1941 been used for both comparisons, 
25 per cent estimate could not have been attained. The wage base 

the increase of real wages prior to January, 1945 while magnifying 
deflationary effects of reconversion (reduced overtime and lower weight 

*h-wage war industries). In contrast, the 1936-39 profits base magnifies 
rprising shift to profits that occurs with expansion, though this 

lefensible if wages were also so compared. As it is, Nathan gets a 
wage-profit relationship by combining an inflation peak in money 

es with a depression average for the rate of profit, without offering sup- 
r this amalgam. Moreover, he does not correct his 1947 profits figure 
mporary effects of a shift to a higher price level. His whole argu- 


t prices B ment rests upon the 1936-39 average as a standard rate of return, but his 
ge proposal takes for granted that temporary elements in current profits 
of wage r reflect lasting earning power. 
further GEORGE H. HILDEBRAND, JR.* 
_ 1r is assistant professor of economics at the University of California, Los Angeles. 
ee The Maintenance of Full Employment after the Transition Period: 
A Rejoinder to Mr. Woytinsky’s Note 
vage 
sd 7 Mr. Woytinksy published in the September issue of this Review a note 
a my article “The Maintenance of Full Employment after the 
- tion Period. A Comparison of the Problem in the United States and 
a ited Kingdom.’” I find it necessary to reply to this criticism for two 
he a) it is partly based on misrepresentation of my article, (b) it 
: } ses certain points of general interest which should be elucidated. 
. Mr. Woytinsky starts from the now fashionable gibes at the formula 
/+ E+ D where S stands for savings, I for net private investment, E for 
site surplus and D for deficit of the budget of public authorities. The 
oe ‘autological formula,” he observes, does not provide “any insight into the 
ee teries of the modern economy.” By ‘‘tautological”’ he probably means 
em e formula holds good in all circumstances. Now it is useful to re- 


it not so long ago this was a “‘mystery”’ to many economists who 
a believed that the equation held good only if the rate of interest was at its 


nal Labour Review, November, 1945. 
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“equilibrium level”; (this really meant that at a given level of employmen; 
the equation would be fulfilled only at a certain level of the rate of interes 
while the process of equating S to 1+ E+D through changes in employmen; 
was not considered). 

Mr. Woytinsky starts now the criticism of what be calls my “models. 
Strangely enough he classifies as ‘“‘models,” inter alia, a comparative analysis 
of the national product and its components in the United States in 194 
and in the United Kingdom in 1938. This analysis leads me to the conclusioy 
that the problem of employment was already before the war more difficy 
in the United States than in the United Kingdom because the percentag 
of income saved at the same degree of employment of the available laboy 
force was substantially higher and because this percentage was not nor. 
mally offset by a correspondingly higher ratio of private investment plu; 
export surplus to the aggregate income. Mr. Woytinsky maintains that thi 
conclusion is based merely on the fact that the sum of the budget def 
and export surplus was 4 per cent of the aggregate income in the Unit; 
States in 1940 and 3.4 per cent in 1938 in the United Kingdom, “althoug 
this trifling disparity falls within the margin of error of the two computs- 
tions.”’ Now this is a complete misrepresentation of my argument. After | 
tabular comparison of the national product and its components (from w! 
Mr. Woytinsky took the above figures relating to the sum of budget d 
and export surplus) there is the following passage: 

It seems at first glance that the position with regard to maintaining t! 
existing level of employment without Government intervention by mean: 
of a budget deficit was less favourable in the United Kingdom than in t 
United States. Indeed the budget deficit in the;latter country was 2 per 
cent. of aggregate income, while in the former the corresponding figure was 
4.9 per cent. A closer examination shows, however, that the reverse is tr 
Both the change in the value of working capital? and the export surplus wer 
at an unusually high level in 1940 in the United States. A correction for 
these ‘“‘abnormalities” would reduce the level of private investme nt J 

\ export surplus from 10.5 per cent. of aggregate income to a level not sul 
tially exceeding 7 per cent. On the other hand, the change in the value 
working capital* and the export surplus were particularly low in 1938 in t 
United Kingdom, where the correction for abnormality would raise the 
portion of private investment plus export surplus to aggregate income f1 
3.3 to something like 6 per cent. As a result the budget deficit necessary t 
maintain the existing level of employment would be of the order of 5 pet 
cent. of aggregate income in the United States and 2 per cent. in the U: 
Kingdom. This difference would be due to the fact that, while th 
rected’ level of investment in relation to aggregate income was assumeé 
above to be only a little higher in the United States than in the United Ki 
dom, the percentage saved out of income was substantially larger in the 
mer than*in the latter country: 12.5 per cent in the first case (in 1940 
compared with 8.2 per cent in the second (in 1938).’ 

? Reflecting not only the quantitative change in inventories but the change in the bas f 
the valuation as well. 


3 International Labour Review (Nov., 1945), pp. 455-56. 
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usion of my analysis to which Mr. Woytinsky refers is based on 
ce and on the fact (p. 453) that the percentage of unemployed in 
the available labour force was higher in the United States in 
n in the United Kingdom in 1938. 

Mr. Woytinsky maintains further that my analysis does not take into 
tion ‘‘the economic structure of the two countries and business 
; in the selected years.”” What he means by difference in “economic 
’ that is relevant to my conclusions, I do not know. As to the selec- 
f years, the matter is discussed on p. 453. And the difference in “‘busi- 
nditions” is accounted for in the passage quoted to which Mr. 
ky chose not to refer. Mr. Woytinsky was, to put it mildly, not very 

in reviewing this part of my article. 
Le now consider Mr. Woytinsky’s criticism of the second part of my 
iis I compare the financial problem of maintaining full employ- 
r the transition period in the United States and the United King- 
\s the basis for this comparison I used for the United States, Mr. 
es’ forecasts of the national product and its components in the United 
1950 (published in Econometrica, January, 1945); and for the 
Kingdom my own forecast of the national product and its com- 
n 1951 (published in the Bulletin of the Oxford Institute of Statistics, 
1944). Mr. Woytinsky blames me for using uncritically Mr. 
estimates: “Instead of any proof he refers simply to an earlier 
of Mr. Arthur Smithies on “Forecasting Post-War Demand,” an 
y mathematical article in which general methodological considera- 
re illustrated by a series of tentative deliberately experimental 
ns. Whether valid or not, these projections reflected a definite 
the discussion which was in progress at that time among technicians 
United States but were not intended as a prophecy. To Mr. Kalecki, 
hese casual figures become a prediction of the economic structure 
t-war America and the foundation—the sole foundation—of the policy 
| follow to maintain full employment!” If Mr. Woytinsky looked 
‘through the article of Mr. Smithies—or that of another ‘‘techni- 
\ir. Mosak, published in the same number of Econometrica—he would 
he articles were not intended as mere exercises in mathematical 
but that the authors treated their forecasts sufficiently seriously 
from them certain conclusions with regard to government full em- 
policy. (See Econometrica, January, 1945, pp. 13 and 37.) Mr. 
figures did not seem to me “‘casual’’ for three reasons: (a) his 
emed to me fairly reasonable although I had certain objections in 
etail; (b) a great majority of ‘“‘technicians” who dealt with the 
em arrived at figures of the same order of magnitude; (c) an 
1ade by my own method also confirmed roughly Mr. Smithies’ 
owever rough may be Mr. Smithies’ estimates, I considered and 
‘r them a sufficient basis for the conclusion deprecated by Mr. 
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include this calculation in my article because it would then become too tech- 
'nternational Labour Review. I presented it in my lectures at the University of Chi- 
1946, 
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Woytinsky somewhat pompously in the passage quoted—that the Unite: 
States are unlikely to be able to maintain full employment after the trang. 
tion period without having on the average a substantial budget deficit. 

It is against this thesis that Mr. Woytinsky now delivers his attack. }, 
follows from Mr. Smithies’ estimates for Variant B—40 hour week, which] 
consider most likely, that in the post-transition period saving at full ep. 
ployment would exceed such rate of private home investment that may }y 
maintained one year after another by 15 billion dollars; and thus to maip. 
tain full employment this “gap” has to be filled by export surplus and thy 
budget deficit. Mr. Woytinsky writes: 

Let us examine the assumption of an over-saving of 15 billion dollars jy 
post-war America. History shows that, except during wars and deep depres. 
sions, savings in the U nited States aver raged somewhat lesss than 10 a 
of the national income and were roughly in balance with its demand for ney 
capital. If this pattern should change drastically in post-war America, ther 
must be some reasons for such a change. What are these reasons? Wi! 
veterans returning home from foxholes lose their “propensity” for decent 
dwellings, and will building construction stop? Will the nation shift to th 
austere consumption habits of the eighteenth century? Will people mow 
from cities to rural areas, strongholds of thriftiness and saving? Will te 
nical progress be brought to a standstill? 

None of these assumptions seems very probable. Observations point rather 
to very different trends. New, higher consumption habits were acquired by 
workers during the War boom. New habits were brought back to the coun- 
try by the returning veterans. The tide of marriages and births resulte 
an unprecedented demand for new homes, a demand which cannot be sat 
fied in three or five years. The deferred demand for durable goods and a. 
cumulation of war savings open new markets for production. The new tech- 
nology of light metals and plastics and the progress of electronics generate 
new outlets for investment. The progress of aviation makes urgent the ta 
of adjusting our urban areas to the new means of transportation. The hug: 
financial reserves of business concerns, farmers and public agencies mak 
private construction and public works possible on a scale never dreamed 
before. The United States has emerged from the war as the first econon 
power in the world. The state of international security demands consider 
ble outlays for defense. The nation is facing a tremendous expansion of 11 
dividual and collective consumption and spending. 


I quote these two passages in full because they are fairly typical for th 
“optimistic” approach to the long-run employment problem in the Unite 
States. I therefore consider it useful to examine the argument in some det 

With regard to the ratio of saving to aggregate income, it is not 
rect to compare this ratio at full employment with the prewar averag 
saving ratio even if deep depressions are excluded. For even then the \ 
responding average prewar employment is far from the full employmen' 
level. The comparison is improved if a period of high level of employment 
considered, for instance, 1923-29. Now in this period the average rati 
savings (including undistributed profits) to aggregate private income (10D: 
clusive of undistributed profits, after taxation, and inclusive of so-called 


transfer incomes) was about 11.5 per cent. In relation to national! incom 
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represents private incomes exclusive of transfers but before direct 
this ratio would be about the same as against 10 per cent, which is 
Woytinsky’s figure. It should be added still that in 1940 the ratio of 
ings to aggregate private income was 12 per cent and in 1941, which was 

frst year of nearly full employment after the great depression, about 20 
nt. It is true that in the latter rearmament was already on a large 
but no limitations on consumption of any sort had yet been imposed. 


cle from Mr. Smithies’ forecasts does not appear to be fantastic. (I 

\| deal with this subject below.) But even on the assumption of the 

¢ ratio at 1923-29 level (11.5 per cent) and the figure of 152 billion dol- 

.ggregate private income, I should have arrived at 17.5 billion dollars 

vings (as compared with the figure of 25 billion dollars given in my 

With private investment assumed at 10 billion dollars, this would 
ive an “oversaving gap” of 7.5 billion dollars. 

[he statement that savings, except during the wars and deep depres- 

were roughly in balance with demand for new capital is irrelevant to 

m. It probably implies that except during wars and deep depres- 

lget deficits and export surpluses were on the average of no great 

and, nevertheless, the average level of employment was at a 

level. As stated above, this level was definitely short of full 


nent; of course it was not low either, but how could it be if Mr. 
sky cuts out deep depressions? 
[fitisassumed that after the transition the saving ratio at full employ- 
will be higher than at prosperous periods before the war, say, 16.5 


tas compared with 11.5 per cent, it does not mean in the circumstances 
rease in thriftiness. For Mr. Smithies’ forecast implies a considerable 
consumption per head as compared with prewar and the increase in 
i\vings ratio is due not to reduction in consumption out of a given in- 
but to the fact that consumption increases in slightly lesser proportion 
ome. (If the saving ratio increases from 11.5 per cent to 16.5 per cent 
consumption falls short 5 per cent of the rise in income). In this 
Mr. Woytinsky’s reference to the return to eighteenth-century 
ity may be considered nothing but a sign of his deeply emotional at- 
to the problems in question. 
ere are, I think, some plausible reasons for the full employment saving 
ifter the transition period being higher than before the war (in 1923- 
1940). A large part of savings is made up in prosperous periods of 
te savings (undistributed profits) and savings out of higher- and 
ncome brackets. Now in a state of permanent full employment the 
tion of equipment is likely to be higher than in 1923-29 or in 1940. 
be reflected in the relation of profit to capital and will result in a 
rably higher percentage of profits going to corporate savings and 
pondingly lower percentage going to dividends. Further, real incomes 
rease considerably as a result both of fuller employment and of a 
in productivity. This applies to high incomes as well and here such a 
nay well lead to a higher proportionate increase in savings than in con- 


| 
on cht of these figures the saving ratio 16.5 per cent which I obtain in 
dey 

s? 
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sumption. However, as shown above, substantial “‘oversaving”’ will be les: 
in Mr. Smithies’ ‘“‘model” even if the saving ratio is assumed at the leve| of 
1923-29 or 1940. (Mr. Woytinsky mentions as a factor tending to depress the 
future saving ratio the fact that workers got used to higher consumptio; 
during the war. Even if granted that this would have any repercussions jy 
the future, the influence of this factor upon the saving ratio is bound to be 
small because the workers’ contribution to total saving is of no great im. 
portance.) 

4. I agree with Mr. Woytinsky that the extra demand for houses yij| 
continue into the fifties. This factor has been taken care of in the forecasts 
quoted in my article (see footnote to p. 461; also p. 8 of Mr. Smithies’ paper 
in Econometrica). I disagree, however, that the same is true of deferred 
demand for durable goods which, I think, is likely to be exhausted }, 
1950.5 The same is true probably of the demand of industry for plant and 
machinery® even if in addition to arrears during the war we take into cop- 
sideration the influence of new technological developments (innovations 
will partly overlap with the satisfaction of deferred demand for investment 

5. Mr. Woytinsky’s reference to public investment as a factor in sustain- 
ing a high level of employment in the ’fifties is rather puzzling. If he as- 
sumes that public investment is financed by borrowing, it contradicts all his 
argument which is directed against the necessity of public borrowing for t 
maintenance of full employment. If, however, public investment is financed 
by taxation, its stimulating effect upon employment is very much reduced 
and it has to be on an enormous scale to constitute an important factor. 

Mr. Woytinsky starts next his final attack on “models.” (Incidental); 
this term has not been used in my article, but to Mr. Woytinsky, I seem 
somehow to stand for ‘‘models and the like.’’) He stresses that “‘the con- 
troversy in interpreting historical trends cannot be solved by tricky ‘models’ 
which postulate in advance a definite pattern of development”’ and, he main- 
tains that his own “projection,” showing that the situation in 1950 will be 
“inflationary” rather than “deflationary,” is based on an “‘appraisa! of the 
prevailing trends in our economy.” To me his “projection’”’ is as “tricky” 
“‘model” as any other forecast. He differs from other ‘‘model builders” on) 
by his set of assumptions which does not impress me as particularly well 
founded. He assumes for his 1950 model a low current saving ratio which is 
based on a crude and, as I tried to show above, erroneous extrapolation of 
prewar trends. Also, other model builders arrive at their saving ratios by 
extrapolation of prewar trends and, although I have certain objections 
against their methods, they seem to me still much more reasonable than that 
of Mr. Woytinsky. Mr. Woytinsky assumes further that in 1950 “4 billions 
of war savings will flow back into consumption.” Other “model builders 
are by no means oblivious of this possible effect, but they assume that b) 
1950 the effects of “deferred demand”’ will be exhausted, which again seems 


§ Cf. J. Steindl, “Post-War Employment in the U. S. A.,”’ Bull. of the Oxford In titute f 
Statistics (Sept., 1944). The National Survey of Liquid Assets, Board of Governors of the Fed 
eral Reserve System, points to the same. 


Cf. J. Steindl, ibid. 
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quite reasonable. It is thus really not clear why Mr. Woytinsky claims 
nopoly for basing his “projection” on an “‘appraisal of the prevailing 
in our economy.” 
M. KALECcKI* 


. iuthor is assistant director of the Economic Stability and Development Division of 
N.O. The views expressed in this note are his own personal opinion and do not neces- 
flect those of the agency with which he is associated. 


Interest-Free Deficit Financing and Full Employment 


Some of the arguments in Professor Poindexter’s criticism of deficit- 
g via quasi-free bank credit in the June, 1946 issue of this journal* 
nable only under conditions of sustained full employment. These 
nts do not apply in a situation of actual or impending mass unem- 
nt and under-utilization of resources, which is the only normal peace- 

tuation in which deficit financing is likely to be extensively used. 
fessor Poindexter, for example, finds a justification of government 
payments to the banking system in “the cumulative real cost of 
; in the government command over present as against future goods. 
er words, the costs of bank credit creation are essentially the same as 
borne by the individual saver-lender.’* This may, perhaps, be con- 
der conditions of continuing full employment, when government 
tures effectively divert to the government goods and services which 
therwise have been allocated to private users, and force private users 
pone a utilization that would otherwise have occurred immediately. 
er such conditions, government expenditures (e.g., for defense, or for 
projects) are not fully covered by taxation, then a good case can be 
for requiring the government to borrow at interest, thereby com- 
ng the private parties whose utilization of goods and services has 

L\ ed.’ 

t the situation is entirely different when there is less than full employ- 
In such a case the creation of credit for the government’s use has no 
itive real cost”’ because what it vests in the government is not a 
nd over present as against future goods,” but rather a command 
ods that would otherwise not have been produced at all. Deficit financing 
onditions of actual or incipient under-employment is socially costless 
t does not take from any private users what they would otherwise 
joyed. Rather it adds to their currently available output of goods 
rvices. In fact, it will probably add to the volume of goods and serv- 
lable for private purchase, particularly if the deficits are reached 
1 reduction in taxes or an increase in transfer payments, rather 


Poindexter, “‘A Critique of Functional Finance Through Quasi-Free Bank Credit,” 
Rev., Vol. XXXVI, No. 3 (June, 1946), pp. 311-23. 
p. 313 

iment is here intended on the ethical issue of “drafting dollars as well as men” in 
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than through an increase in government expenditures on goods and services. 

Closely connected with the preceding point is Professor Poindexter’s be. 
lief that “‘the necessity of ‘raising’ money by means of taxation or borrow- 
ing, on pain of paying interest, imposes a salutary and necessary restraint 
which would be lost under the proposed system of financing.’’* Again Pro- 
fessor Poindexter’s point is clearly sound only if he is referring to a stable 
full-employment situation. When, on the contrary, an excess of government 
expenditures over government revenues is positively required to raise the 
level of economic activity and to prevent irretrievable waste of human 
energies, and possible political and social chaos, then the orthodox financia| 
obstacles to raising the necessary funds may, if effective, be harmful and 
gratuitous rather than salutary and necessary. The existence of a budget 
deficit need not, of course, necessarily imply an extravagant increase, or 
indeed any increase, in government expenditures, but may be the result of 
deliberate tax reductions or tax remissions intended to enhance the dis- 
posable incomes of consumers and investors. 

We may assume for the sake of argument that Professor Poindexter js 
correct in his contention that monetization of the existing national debt 
whether or not combined with a 100 per cent reserve plan, would unduly cur- 
tail bank revenues and force reliance upon other, not necessarily superior 
methods of financing essential banking services. But from this it does n 
follow that if additional deficit financing should prove necessary to offset 
deflationary tendencies in the post-transition period, reliance should neces- 
sarily continue to be placed on government borrowing at interest. Interest 
payments to banks are already so large that, as Professor Poindexter 
discussing bank profits admits, “‘on the face of things, the rate of return 
realized in the last year or two may appear to be more than adequate.” 
If that part of the national debt now in the hands of banks is not diminished 
and if interest rates are not further reduced, then bank profits should pr 
sumably remain adequate to satisfy any reasonable requirement, assuming 
of course that full employment and consequently a high level of privat 
borrowing are maintained. Indeed, it would be both peculiar and unfortu- 
nate if a continuing succession of depressions or wars, financed by govern- 
ment borrowing at interest, were found to be indispensable for the prosperity 
of the banking system. 

Only by ignoring the effects of the proper type of deficit financing 
checking an incipient depression, stimulating private borrowing from banks, 
and thereby sustaining bank earnings from private sources, could Professor 
Poindexter have arrived at such gloomy conclusions regarding the probable 
effects of interest-free deficit financing on bank earnings. If a condition 
full or nearly full employment is maintained, bank earnings will presumab); 
remain adequate—even if a portion of the increments in circulating medium 
required to service a continually expanding economy does not becom 
source of income for banks. 

Professor Poindexter’s final point concerns the difficulties which mig 
experienced as an aftermath of interest-free deficit financing if the monetary 


ht be 


‘ Poindexter, op. cit., p. 322 


© [bid., footnote 10, p. 317. 
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vy became excessive and anti-inflationary taxes had to be imposed. It is 
ir that public resistance to the necessary taxes would be greatly aug- 


ted ‘‘were it understood that the government does not have to pay 
‘rest on, or (perchance) even the principal of its debts.’’® In evaluating 


irgument we must remember that taxes used to make payments of 


‘est on principal on the national debt will have considerably less anti- 


mary effect than taxes going into a retained budget surplus, and that 
quently the piling up of an interest-bearing debt will increase the total 
nt of taxes it would be necessary to collect before tax collections began 
\ve an appreciable anti-inflationary effect. We must also bear in mind 
hile the average taxpayer derives no visible current benefit from tax 
nts required to service a public debt, he does have a real and obvious 
est in keeping down his own cost of living. If Professor Poindexter’s 
vation that “virtually everybody objects to inflation’” is accepted, we 
not be defeatist about the possibility of getting needed anti-inflation- 
xes, once there is a reasonable degree of public understanding of com- 
fiscal policy. Until such understanding is achieved there is 
little danger that peacetime deficit financing will be carried to 
ry lengths, but there is grave danger that the United States may, 
time in the future, fail to resist the national, and indeed inter- 
il, catastrophe of a major deflation through fear of assuming the 
nuing burdens which such resistance would be mistakenly supposed to 
lhe government will fail to make its proper contribution to the all- 
tant clarification of public thinking in this sphere if it is less than 
etely frank as to the reasons for heavy taxation in periods of excessive 
liture. 
oid any possible misunderstanding, let me emphasize that this com- 
on is not intended as a general defense of functional finance. No 
ent has been passed on the contention, prominently identified with 
or Hansen, that a large interest-bearing government debt may have 
ve advantages, and no attempt has been made to demonstrate any 
yverall superiority of interest-free deficit financing over other more 
lox approaches in the field of public finance. My only purpose has 
question some of the arguments against interest-free deficit financ- 

| by Mr. Poindexter. 


EmILte Benoit-SMULLYAN* 


is professor of economics and head of the department of economics at the 
Colleges of Upper New York. 


The Nature of Bank Credit: A Comment 


e June, 1946 issue of this Review contained an article by Professor J. 
Poindexter on “‘A Critique of Functional Finance Through Quasi-Free 


k Credit.’ After examining what he believes to be the circumstances of 


rican Economic Review, Vol. XXXVI, No. 3 (June, 1946), pp. 311-23. 
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bank credit creation, the author comes to certain conclusions among which 
are that the banks do not “unwarrantedly encroach on the government’s 
prerogative of creating and regulating the currency” and that “the present 
system of government borrowing from the banks does not entail excessive 
or undue cost burdens for the government or the taxpayer.’” 

It is not the purpose of this commentary to argue the merits of these cop. 
clusions since they are vitiated by the largely false premises on which the, 
are based, viz., that demand deposits in commercial banks constitute th 
“savings” of the depositors, that these are “‘lent”’ to the banks, and tha; 
the commercial banks are only a “medium” through which this lending 
effected. 

It is no longer a disputed point that commercial bank credit creation, i. 
the expansion of demand deposits, proceeds pari passu with the expansio: 
of the ownership by the banks in the system of loans and discounts or 
vestments; and that this results from the fact the banks through a system 
process acquire title to such earning assets through the creation of deman 
deposits. Contraction of these deposits, on the other hand, comes about as a 
consequence of the calling or maturing of loans and discounts, the sale or 
redemption of bank-held bonds, or the conversion of deposits into curre1 
or their use to buy assets from the banks. 

Recognizing these fundamental relationships, it should be obvious that 
when a commercial bank creates a new deposit in favor of a borrower, t 
deposit does not represent the savings of the borrower. Nor does th 
penditure of such deposits bring about any such metamorphosis. If it 
assumed that the deposits thus created are spent for goods, it follows tha 
the seller of the goods now holds assets in the form of demand deposits 
rather than inventory. The acquisition of demand deposits is no evidence 
per se that the savings of the owners have expanded by an equal amount 
indeed by any fraction thereof. In the above example it may very well hav 
been true that the goods were sold at a loss, so that the owner’s equity ir 
enterprise (one real evidence of savings) actually diminished. 

rhe further utilization of these deposits by their subsequent owner 
not alter the validity of these conclusions, nor is their validity impaired | 
the fact that the demand deposits may have been created as a conseque! 
of the expansion of a bank’s investments rather than its loans and di 
counts.’ 

Any correct appraisal of the credit-creating activities of commercial ba! 
should be premised upon the recognition that only a part of demand 
posits represent “savings” and that the great bulk of these deposits sin 
reflect the fact that the owners prefer, or find it necessary for one reaso! 


2 Ibid., p. 323. 

* The relationship between investments and deposits received later recognition t! 
more obvious connection between loans and discounts, and deposits. It is now recognized t 
irrespective of the method employed by a particular bank in purchasing investments, this ¥ 
result (ceteris paribus) in an expansion of deposits in the system, even though from the point 
view of the purchasing bank the acquisition of the bonds simply altered the nature of the bank 
assets. 
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er, to hold a “‘means-of-payment” to meet accruing and accrued lia- 

s in this form rather than in the form of hand-to-hand currency. 
But while the creation and expenditure of demand deposits does not 
essarily reflect individual savings, their expenditure may, to a greater or 
legree (depending on the volume of idle factors of production at the 
d the use to which the deposits are put) result in a “‘forced” saving 


r maintains (p. 313) that there are costs of bank credit creation, but 
fundamental difference of which he fails to take cognizance is that the 
sts of bank credit creation are social costs borne by the community and 
se respects involve no conscious or determinate cost to particular 
luals or to the banks which created the credit. It is for precisely this 
that Professor Whittlesey‘ and others question whether the extraor- 
y earnings of commercial banks® are now justified in view of the fact 
ey stem from the vast and unprecedented war-deficit financing par- 
ed in by the banks.® 

It may happen that in the process of transferring ownership of demand 
its certain owners will find from time to time that they are able to 
ive” a part of these deposits, but it is erroneous to conclude, as does 
ssor Poindexter, that these deposits, or even that element which can 
egarded as savings, must be “lent” to the commercial banks if the banks 

1, are to be able to lend to the government and other borrowers. 
e conversion of the “‘saved portion”’ of demand deposits into any of the 
us forms which savings may take (other than currency or bank-held 
has no direct effect on the total deposits of commercial banks. The 
deposits of the system neither grow per se because the public volun- 
y saves, nor shrink because they dissave.’ This is not to say, however, 
t the total deposits of particular banks may not vary due to changes in 
savings and expenditure practices of their customers. Nor is the above 
tement intended to imply that the nature or type of the transaction in- 
ed has no effect on the future volume of deposits, or that the attitudes 


e C. R. Whittlesey, “Problems of Our Domestic Money and Banking System,” Am. 
Rev., Vol. XXIV, No. 1, Supplement (Mar., 1944), p. 252. 

et profits of member banks in 1945 were 11.0 per cent of invested capital compared 

jational average for all corporations (including banks) of 7.6 per cent. See Roland I. 

n and Caroline Cagle, “Member Bank Profits in 1945,”’ Federal Reserve Bulletin, April, 

381. Preliminary figuresindicate that bank profits during 1946 will be at an even higher 

figures published in the November, 1946 issue of the Bulletin, p. 1239, reveal that during 

t six months of 1946 member bank net profits (after all taxes) were 13.2 per cent of in- 

ipital despite an increase in total capital accounts. 
f the total of $90,613,000,000 of United States government obligations held by the com- 
il banks as of the end of 1945, all but $15,071,000,000 were acquired during the period 


1959-45 (Federal Reserve Bulletin, June, 1946, p. 632). 
’ This assumes that depositors do not act en masse, that there is no alteration of conditions 


would prompt a mass withdrawal of deposits, that there is no element of panic in such 
t withdrawals, and that there will be, therefore, a compensating effect in the operations 
rge numbers of depositors. 


e) mposed upon the community. It is true, therefore, as Professor Poin- 
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of depositors with respect to the use of deposits is immaterial.® But it doe: 
imply (with the above qualifications) that the decisions of existing de. 
positers, whether to “‘lend” through the commercial banks or not to “‘Jenq’ 
through them, has no direct effect on the lending (1.e., credit-creatiny 
ability of the commercial banks. 

LELAND J. PRITCHARD* 


* If, for example, the transfer of ownership of demand deposits is merely for the purpose 
transferring title to existing properties and securities, the implications are those associat; 
with business stagnation, but if mew properties or new issues of securities are being acquire 
this is evidence of increased business activity and will foster greater opportunities for the co; 
mercial banks to make safe and profitable loans and investments—and create more dema 
deposits. Similarly a decreased preference for cash-balances will lead to an increased velocit) 
deposits and will (typically) be associated with an expansion of deposits. 5 

* The author is associate professor of finance in the School of Business of the Universit 
Kansas 


Price Dispersion and Aggregative Analysis 


The dispersion of commodity prices in any general upward or downwar 
movement has been recorded and analyzed by many investigators.' As y 
however, no study of the recent price trends of individual goods included i; 
the Bureau of Labor Statistics wholesale index has appeared. Because oj 
current wage adjustment and inflation problems, analysis of the 1939 
period is of importance. The present paper briefly presents the results of an 
investigation into the prices of manufactured products during those years 

The manufactured or “finished” goods index contained, for 1939, a tot 
of 611 separate commodity quotations. We have compared the individua 
prices of these items in 1939 (monthly average for the year) with the prices 
of the identical items in August, 1946.2 That month, the latest for whic! 
data are available at the time of present writing,* was the first full mont 
following the general removal of government price controls. 

Of the 611 commodities listed in 1939, a total of 367 are represent 
“item-for-item”’ in 1946; comparable quotations on the other 244 product 
are not to be had for exactly the same items in the same markets. Th 
244 commodities were, therefore, eliminated in the present study; substitut: 
items, which the B.L.S. legitimately includes in its broader, weighted aver- 
age, were not considered comparable for our more specific purposes. 

Thus circumscribed, what does analysis of the 367 items show? The range 
of price changes is from a decline of 10 per cent to an increase of 443 per 
cent. Three hundred and thirty-eight goods increased in price, 11 decline 
and 18 showed no change. Sixty-two prices, or about one-sixth of the to! 

1 In this country, notably by Wesley C. Mitchell and Frederick C. Mills, as well as by me 
bers of governmental departments such as Labor and Commerce. 


2 The basic data were obtained from two B.L.S. sources: Wholesale Prices, December and | 
1939 (Serial No. R.1069) and the mimeographed bulletin designated “LS 47-966; Price—)4/ 


3? December 14, 1946. 


for August, 1946. ' 
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TABLE I 
Per Cent of No. of 
Price Change Items 
Decline: 
0- 10 i1 
No change 18 
Increase: 
24.99 122 
* 25- 49.99 93 
50- 74.99 42 
75— 99.99 19 
100-124 .99 20 
125-149 .99 7 
150-174.99 17 
175-199 .99 9 
200-224 .99 4 
225-249 .99 1 
Over 250 4 
367 


TABLE II.—PERCENTAGE Price INCREASE IN 367 SpeEciIFIC COMMODITIES 
Aucust, 1946 COMPARED WITH 1939 


ity Per cent Commodity Per cent 

442.6 Fresh lamb, Chicago 155.7 

74.0 Cotton toweling, New York 155.3 

353.3 Oatmeal, New York 153.5 

rk bellies 333.9 Hams, Chicago 151.5 

r 245.2 Lath, Douglas fir, No. 1 140.1 

W 217.2 Cotton flannel, bleached 139.1 

ray 210.8 Cotton goods (percale) 135.9 

pork 210.8 Beef: fresh, carcass, steers, Chicago 134.9 

, whole milk 207.0 Cotton blankets 126.2 
eting, brown (4 yds. per Ib.) 196.7 Peanut butter 125.3 

eting, brown (3.5 yds. per Ib.) 195.6 Door knobs, New York 125.2 

llow 195.5 Flour, wheat, straight, Kansas City 123.2 

192.8 Lumber (Douglas fir, mill: No. 1 common) 123.1 

Osnaburg, 7 oz.) 190.5 Fish, pickled cod 119.9 

loth 180.1 Veal, fresh 116.1 

an) 179.4 Beef: fresh steer carcass, New York 114.2 

wrapping twine 176.6 Oleomargarine, white, animal fat 113.0 

; ry butter (Chicago, 92 score) 175.9 Milk: powdered, skimmed 112.8 
e egar 174.9 Trousers: men’s work, khaki 111.6 
itter (New York, extra) 171.7 Boxboard, liner, 85 pound test, centralterritory 111.5 

bleached, series 3,4 yds.perlb.) 171.6 Glucose, 42 degree, unmixed 110.8 

) r 171.5 Beans, stringless, No. 2 110.1 
middlings 170.2 Cotton gingham, 32 inch 110.0 

170.2 Boxboard, liner, 85 pound test,easternterritory 107.6 

es (fertilizer) 169.6 Men’s shirts, work 107.3 

g flannel, unbleached, 8 oz.) 168.4 Cotton goods, sheeting: bleached, Series 2 106.5 

{ 168.2 Lumber, green 104.7 
luck, Army 166.8 Cotton goods, shirting: Percale 103.5 

ick, numbered 165.7 Blankets: Part wool 102.6 

M leached, Series 2 165.5 Flour, wheat, patents, Portland, Oregon 101.7 
nery butter (San Francisco, extra) 161.6 Hosiery: cotton, men’s 101.6 
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TABLE Il1—Continued 


Commodity Per cent 
Coke, beehive 95.6 
Poultry, New York 94.7 
Rice (Blue Rose) 93.5 
Cast-iron pipe 93.4 
Lumber 90.1 
China wood oil 86.6 
Cattle feed (linseed meal) 85.6 
Poultry, Chicago 85.0 
Evaporated milk 84.8 
Lumber, spruce 83.9 
Corrugating paper (eastern territory) 82.9 
Boxboard, corrugating paper .009, central! ter- 
ritory 82.8 
Wheat (standard patents, Buffalo) 82.5 
U linseed 82.0 
Fish: herring 80.2 
Locks, mortise 79.9 
Rice (Edith) 78.2 
Oleic acid 75.5 
Crackers: Soda 75.3 
Oil: Neutral, Pennsylvania 74.4 
Twine: binder 74.0 
Cotton thread 72.6 
hipping case, pine 71.3 
Burlap 71.1 
Windows (2 light, pine) 70.1 
Lumber: Ponderosa pine 68.3 
Doors, Ponderosa pine 67.7 
Window shades 67.6 
Wheat: standard patents, Minneapolis 66.9 
Oilcloth: shelf 65.0 
Oilcloth: table 62.6 
Men’s shoes: Calf oxford 62.6 
Suiting, uniform serge, medium grade 61.8 
Boxboard, chip No. 90, central territory 61.7 
Cylinder oil, Pennsylvania 61.4 
Soap, textile (industrial) 60.6 
Woodscrews 60.1 
Coke, byproduct: Alabama 60.0 
Clothing, men’s suits 59.7 
Castor oil, medicinal 57.8 
Bread (Chicago) 57.0 
Boxboard, chip No. 90, eastern territory 56.4 
Bedroom dressers and vanities 56.1 
Oilcloth, wall 56.0 
team radiators 56.0 
Men’s she e, calf oxford 
Mattresses 54.0 
Bread (New York) 53.8 
Jute, raw 53.4 
Quebracho extract 53.3 
Soap, chips or flakes (industrial) 52.7 
Brick, front, light-colored $2.7 
Dress goods, flannel 52.5 
Nails, wire 52.3 
Milk: condensed 52.0 
Paint color, powdered bone black 51.8 
Women’s shoes: Kid, strap 51.4 
Brick, common building 51.3 
Soap: powdered or granulated (industrial) 50.7 


Commodity 


Boilers: Heating 

Butts, steel 

Fuel oil, Pennsylvania 

Book paper, mill 

Cylinder oil, Oklahoma 
Bolts, track 

Soap, washing powder 

Bread, Cincinnati 

Lead pipe 

Suiting, uniform serge, fine grade 
Beds: Wood 

Children’s shoes: youth’s 
Arsenic, white 

Dining room buffets 
Superphosphate fertilizer 
Glycerine 

Kerosene, water white 

Coke, byproduct—Chicago 
Suiting—trousering, cotton warp 
Bread, New Orleans 

Soap, laundry bars, yellow 
Ironers, electric, automatic 
Men’s suits, 3-piece 

Fuel oil: North Texas 
Molasses, New Orleans, fancy 


Boxboard, chip—single manila lined $90, east 


ern territory 
Men’s shoes—calf oxford 
Desks, flat-top 
Oil—neutral, South Texas 
Blankets, wool 
Brick, silica, standard 
Men’s shirts, dress 
Cigars 
Bolts: stove 
Zinc oxide, leaded grades 
Women’s shoes, black oxfords and straps 
Gasoline, Oklahoma 
Coke 


Boxboard, chip, single manila lined, eastern ter 


ritory 
Wagon, 2-horse 
Vises, solid box, 50 Ibs. 
Soda water (beverage) 
Children’s shoes: Misses’, tan, oxford 
Tile: drain 
Soap: chips or flakes 
Paint: Whiting, commercial 
Windmills (Agricultural) 
Brick: fire clay 
Dining room tables 
Bread, San Francisco 
Typewriter desks 
Gasoline—Natural, Oklahoma 
Thread, linen, shoe 
Rivets; large, 4-inch up 
Matches, factory, regular 
Harness (leather) 
Kerosene, water white, series one 
Salt, granulated, Chicago 
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TABLE IIl—Continued 


nmodity Per cent Commodity Per cent 


yellow 34.6 Caffeine, contract 21.2 
le pressed 34.6 Blankets: Comforters, wool-filled, sateen-covered 21.1 
, No. 4, round 34.4 Grain binders 21.0 
il 34.2 Augers, steel 20.9 
2 t, cement 34.2 Hammers, carpenters’ 20.1 
t, New Jersey 34.2 Lime, common building 20.0 
34.1 Plug tobacco 20.0 
hairs 34.0 Wire fence: barbed, galvanized 19.9 
side 33.8 Sweet crackers 19.6 
glas fir, B and better, drop siding 33.8 Corn binders 19.3 
, met al 33.2 Spades 19.3 
33.2 Tank plates, steel 19.1 
rolled 33.0 Boilers: range, 30 gallons 19.0 
ed 32.2 Agricultural implements: potato digger 19.0 
31.9 Agricultural implements: Feed grinder, power, 
30.8 burr type 18.9 
30.7 Tie plates, steel 18.6 
30.5 Grain threshers, large 18.3 
30.4 Grain threshers, small 18.3 
ss, base size 30.1 Harvester-threshers 18.2 
n, red 29.9 Rivets, small 18.1 
29.8 Planes, jack 18.1 
, gun metal, oxford 29.6 Agricultural implements: drill, grain, horse-drawn 18.1 
n 29.5 Dried fruits: seedless raisins 18.1 
ed, coil 29.3 Manure spreaders 17.7 
e, canned 28.4 Batteries: dry, radio 17.5 
plain 28.4 Harrow: disk, horse-drawn 17.4 
28.4 Pipe: galvanized-steel 17.4 
28.3 Hoes 17.3 
27.8 Soap: powdered or granulated 17.0 
27.1 Hayloaders 16.9 
27.0 Water closets 16.9 
g 26.7 Corn planters, 2-row 16.5 
gle A 25.5 Agriculturalimplements: cultivator, 1-row riding 16.5 
25.4 Grape juice 16.4 
25.3 Agriculturalimplements: plow, walking, 2-horse 16.3 
white 25.2 Agricultural implements: engines, more than 10 
al) 24.8 hp. 16.2 
I 24.5 Cement: Portland 15.9 
24.4 Soap: Toilet, bars or cakes 15.9 
g ba 24.3 Agricultura! implements: rake, side delivery 15.8 
rsets, 100 pieces,semivitreous 23.6 Lime, building: hydrated 15.8 
wler 23.3 Agricultural implements: plow, tractor, mold- 
23.3 board, 4-bottom 15.7 
ed, No. 9 23.2 Steel sheets: galvanized, No. 24 15.7 
red, elk blucher 23.2 Agricvltural implements: 2 plow tractor 15.2 
and saucers, white, granite 22.9 Cereal breakfast foods: wheat 15.0 
mower, horse-drawn 22.8 Agricultural implements: rake, sulky (dump) 14.9 
nck 22.8 Creosote, oil, crude 14.8 
mé : 22.8 Bathtubs, 5 foot 14.7 
22.7 Living room tables 14.4 
te, granite 22.5 Concrete blocks 13.9 
22.3 Potassium iodide 13.9 
8 22.2 Ensilage cutters (silo filler) 13.7 
22.1 Cigarettes 13.4 
] r 21.7 Plow, tractor, moldboard, 2-bottom 12.9 
21.6 Plow, tractor, disk, 4-bottom 12.8 
21.6 Hay forks 12.6 
21.5 Ammonium sulphate 12.4 
g-tooth 21.2 Tractor, 3-4 plow 12.3 
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TABLE II—Continued 


Commodity Per cent Commodity Per cent 
Tobacco, snuff 12. Anilin oil ‘ 
Salt, American, medium 11. Ternplate 
Steel sheets, annealed, box, No. 27 11 Toluene, pure 
Structural steel 11 Roofing: prepared, individual shingles 
Wrapping paper, manila, mill 11 Leather products: men’s gloves 
Soap: washing powder 11 Smoked salmon 
Calcium compounds, arsenate 10 Women’s leather gloves 
Soap: cleansers 10 Coal-tar color (indigo) 

Planters, corn, 1-row, 1-horse 10. Muriatic acid 
Roofing: strip shingles 10. Plate glass 

Steel boiler tubes 9. Tin plate 
Ammonia, aqua, 26 degree 9 Gingerale, delivered 
Linoleum, inlaid, lightweight (floor 9 Epsom salts, U.S.P. 
Shirt collars, soft 9 Chloroform, U.S.P. 
Pipe: black-steel, } inch 9. Aluminum sulphate 


Coal-tar color (jet) 

Coal-tar color (black) 

Nitric acid 

Sulphuric acid 

Coal-tar color (brown sulphur) 
Soda, ash 

Sodium bicarbonate 

Caustic soda 

Silicate 

Copperas 
Sanitary cans #3 per 1,000 factory 
Iodine - 
Corn starch, per pound, New York 
Gas, natural and manufactured 
Benzene 

Borax crystals 

Stiff collars 

Anhydrous ammonia 

Calcium carbide 

Plate glass, per sq. ft., 3-5 ft. 

Plate glass, per sq. ft., 5-10 ft. 


Floor covering: linoleum, plain 


Floor covering: felt base, rugs 


Plow, sulky, 1-bottom 

Floor covering: felt base, printed 
Paint: inside flat, house, all colors 
Building materials: board, insulation 


Wire fence, woven 


Sinks, 8-inch back, apron, drainboard 
Sodium compounds, sulphide crystals 
Floor varnish 

Tile: floor, standard 

Paint: outside, white, flat, house 
Cigar boxes, cedar veneer 

Tile: wall, glazed, white 

Auto body steel sheets 

Angle bars, railroad 

Paint: porch and deck, all colors 
Matches: safety 


Paint: enamel 


number, advanced by more than 101.5 per cent; 62 other prices, by less 
than 10.1 per cent. 

The median item shows an increase of 34 per cent. The upper quartile is 
63 per cent, the lower quartile 16 per cent. The inter-quartile range thus 
equals nearly one and one-half times the median. The simple arithmeti 
mean is 53 per cent. Table I gives the distribution.‘ Table II presents t 
detailed list. 

What significance may such variations be said to have for matters 
economic policy as well as theory? I think their pertinence is fairly obviou 
Such dispersion clearly emphasizes the serious fallacy of simple generaliza- 
tions implying any uniform ability of employers to make substantial up- 
ward wage adjustments; it also indicates the presumptive inaccuracy 
many employers’ current contentions concerning their continuous need for 
individual price increases to permit wage increases or to maintain profit 


‘ The median and quartile values given in the text were calculated from the original arra 
not by interpolation of the class intervals of the distribution. 
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margins. Regardless of individual allegations by ex parte groups in the pres- 
= ent contest over price-wage policies, the fact that 20 per cent of the 367 
r cent tems show price rises of more than 100 per cent since 1939 suggests that 
‘ ‘he degree of inflation in certain industries is far more marked than any 
. eral indexes can reveal, and that in others it is far less. The B.L.S. 
chted index for al] manufactured goods, for example, shows a rise of 54.1 
ent for the period in question, while the unweighted average of the 
reases in our 367 comparable items is 53.4 per cent. But of these 367 
ictly comparable commodities, 109 products rose by more than 54.1 per 

t in price, and 55 of them rose by more than double that amount. 
[hese findings thus emphasize what thoughtful students have long 
n: that to the extent that cyclical strains result from maladjustments 
‘ithin the economy, careful attention needs to be paid to dispersions in 
ices, and in wage and profit rates. For in matters such as these, aggrega- 
considerations may be extremely misleading. Economic theory requires, 
necessarily is, generalization; but fruitful abstraction, to be valid and 
t merely logical, must meet certain tests of specificity.® This is perhaps as 
ignored by economists as by labor and business protagonists. The 
| Table I should serve as a reminder that any overall economic index 
le up of parts which may be, in fact usually are, widely divergent. 

C. Epstern* 
le this point twelve years ago by saying that “entrepreneurs do not invest capital in 
turing as a whole, nor are laborers employed by, or unemployed in ‘industry in general.’ 
verages at best give only a notion of ‘general drift’.”? (Nat. Bur. of Econ. Research, 
il Profits in the United States, p. 589). To be sure, the point was not original with me; 
| made it and were making it simultaneously. But since that time there has devel- 
mae ; ,on the part of many economic writers,an extreme over-emphasis on aggregative analysis. 
ioes not question the utility of such analysis, provided it proceeds with recognition 
equently deceptive nature of aggregative phenomena. This is equally true whether the 
rate generalizations relate to average data or to marginal tendencies. 


author is professor of economics at the University of Buffalo. 


The Burden of Import Duties: A Comment 


le is In a recent article, Earl R. Rolph has shown that under certain circum- 
thus stances it is possible for import duties to do more damage to exporters than 
eti to importers.! This is an important point, but the presentation is somewhat 
nfusing. The following comments are intended to clarify the problems 

ther than to challenge this major conclusion. 
s of [he analysis assumes constant total money income and full employment 
ous n each country, an increase in all import duties at the same time, and 
i ‘ible exchange rates which adjust automatically so as to preserve an 
up- exact balance of payments without flows of gold or credit. This leads to the 
r of usion that the first effect of the new tariffs is to reduce the number of 


| for ollars available abroad with which foreigners could pay for our exports. It 
rofit is Our exporters who, through a shift in exchange rates, lose income. The 


rra Earl R. Rolph, “The Burden of Import Duties,” Am. Econ. Rev., Vol. XXXVI, No. 5 
Vec., 1946), pp. 788-812. 
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rest of the analysis has to de with the effects of the exporters’ attempts t, 
shift the incidence of this loss by restricting exports and by competing wi 
other resources in the home markets. The assumptions are acceptable as , 
first approximation. Over a long period of time tariffs may actually }, 
equivalent to an appreciation of the currency. Eliminating the assumpti ns 
of perfect competition and of full employment would necessitate allowin, 
for other effects, such as foreign trade multipliers, but a long-run analysis 
abstracting from these effects may be permissible in the process of making; 
preliminary theoretical analysis. 

The difficulties arise from the peculiar definition of “burden.” “Burden 
is defined not as the net real loss to a country as a whole, nor is it defined a: 
the loss to a group within a country through a redistribution of income a 
home, mor this loss plus the net overall loss. As Rolph uses the term 
“burden” means a sort of monetary “incidence” of the tax, limited to th, 
yield of the tax. If there is no yield, there is no burden.” On this definitio; 
a prohibitive import duty would put no burden on the former importer; 
and the burden of a sales tax, if the elasticity of demand happened to | 
unity, would be entirely on the seller. Most analyses of the effects of tariffs 
have not been made by the use of this sort of definition of burden. Inde 
it is a definition which is quite confusing, if not meaningless. 

The impression that Rolph’s conclusions are at variance with thos: 
Mill and the neo-classical economists is misleading. They are talking al 
different things. The neo-classical economists were concerned with the 1 
real exploitative effects of tariffs for the country as a whole, and with t 
redistribution of income at home. Rolph is talking about the “burde 
which turns out to be a kind of monetary redistribution at home caused by 
the tariffs as a tax without regard to how the government spends the mone} 
or to the real effects on welfare. Rolph’s objection to assuming that tarifis 
are collected in kind is also a result of this confusion. If, as with the n 
classical economists, the analysis is attempting to estimate the net eff 
on the total real income of the country as a whole, then it doesn’t matter 
how the duties are levied, nor how the government spends the money 
cept as the latter may affect production. Any impression Rolph gives t 
the neo-classical economists were wrong is of course erroneous. They cer- 
tainly did prove that a country can take advantage of its monopoly influen 
over its import and export prices to exploit another country. 

The objection to including consideration of how the government spen¢s 
the tariff revenue (of which other taxpayers are relieved) results from the 
fact that “burden” in Rolph’s incidence sense does not mean the loss | 
certain groups through'redistribution of income at home. Although Rol; 
main conclusion has to do with this redistribution, his analysis takes ac- 
count of only part of it, and only in a monetary sense. All in all, the new 
definition of burden is not a very useful one, and Rolph’s important 
clusions could have been arrived at without it. 

There is one inaccurate statement in a comment on Kaldor: ‘ 


Ibid., p. 805, n. 34. 
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nt is not general. It may pay a country to subsidize exports and 
; real terms of trade. On Mr. Kaldor’s diagram (ibdid., p. 379), if 
reciprocal demand lies under OF’ before any tax, it would pay 
ubsidize exports.’’® Presumably Rolph means 7, not OF’, yet it is 
own by simple geometry that, apart from transport costs and tariffs, 
ssible for France’s reciprocal demand curve to be under this point. 

t there might be situations where it would pay to reduce tariffs. 
peculiar definition of “burden,” and the erroneous impression given 
: neo-classical economists were wrong should not, however, be al- 
» conceal the fact that there is a real contribution in the article: a 
ting-up of the fact that after exchange rates have adjusted to the tariffs, 
stribution of income at home may injure exporters much more than 
ters. This effect is, of course, in addition to the net real exploitation of 
mers, and it is not unknown to other writers. It might even be pos- 
how that the more effective the exploitative effects of tariffs, the 
the domestic redistribution of income injures exporters rather than 


James N. MorcGan* 


yr, now at Harvard University under a Research Training Fellowship from the 
Research Council, will join the staff of the department of economics of Brown 


the fall. 
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MEMORIAL 


Edwin Francis Gay 


Edwin Francis Gay, the first American economic historian to win inter- 
national recognition, was born at Detroit on October 27, 1867, and died at 
Pasadena on February 8, 1946. After studying in preparatory schools in the 
United States and Switzerland, Gay attended the University of Michigan, 
from which he took his A.B. degree in 1890. Seeking the comprehensive 
training that he was to advocate for his students, often to their distress, 
Gay went to Germany in 1890 to begin twelve years of intensive study and 
research. He attended the Universities of Leipzig, Géttingen, Zurich, and 
Berlin; read widely in the British Museum; and delved into the great manu- 
script collections of the Public Record Office. During vacations he roamed 
over Great Britain and the Continent to see the landmarks of civilization 
and to acquire first-hand knowledge of agriculture, industry, and trade. A 
broad program of courses and seminars in theoretical and applied economics 
and in political, social, ecclesiastical, and economic history led to the Ph.D. 
degree from the University of Berlin in 1902. Gay also studied Italian and 
Latin, and he acquired in Europe the fluency in French and German that 
he never lost. One wonders whether since the days of Aristotle there has 
been such thorough preparation for a scholarly career. 

Gay reached Leipzig in time to attend the last lectures given by Wilhelm 
Roscher, the founder of the Old Historical School. Gustav Schmoller, the 
founder of the New Historical School, was his major professor at the Uni 
versity of Berlin and the director of his dissertation. Articles based upon the 
dissertation, entitled “Zur Geschichte der Einhegungen in England,” re- 
vised accepted opinions concerning the nature, extent, timing, and sig- 
nificance of the English enclosures. 

In 1892 Gay married Louise Fitz Randolph, an ideal companion in his 
travel, study, and widely varied career. She was, I believe, the first woman 
to attend lectures at the University of Berlin. The shock from losing her 
probably hastened Gay’s death a few weeks later. 

Beginning with the rank of instructor, in 1902 Gay succeeded Ashley in 
the chair of economic history at Harvard, the first ever established in this 
country. He was promoted to assistant professor at the end of one year and 
to professor after three years. In 1908 President Eliot chose Gay as the 
first dean of the Harvard Business School. Only his strong conviction that 
business is a profession for which one needs graduate training similar to that 
given in law and medicine induced Gay to turn from scholarship, teaching, 
and the guidance of research to university administration. Demonstrating 
the great organizational capacity that marked his entire career, Gay put the 
Business School on its feet, financially and scholastically, and indelibly 
colored its subsequent policies. He not only secured the advice of outstand 
ing business men on educational problems but enlisted their cooperation in 
placing the graduates in positions that permitted full utilization of their 
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‘raining. He resigned his deanship in 1919 to become president of the New 
rk Evening Post; became editor as well in January, 1920; and held both 
‘tions until January, 1924. He widened the appeal and increased the cir- 

-ylation of the Post, which had been limited largely to financial circles in 

the metropolitan district. 

In the meantime, during the first world war, President Wilson had called 
Gay to Washington to work upon problems of civilian consumption and to 
leyise means for increasing the supply of ships available for military use. 
\t one time or another he served as director of the Division of Planning 
nd Statistics of the United States Shipping Board and as head of the Im- 

rts Bureau of the War Trade Board. Through scientific reduction of un- 
essential imports, Gay made nearly a million additional tons of shipping 

:vailable for war purposes at one of the most crucial stages of the German 

submarine campaign. Without this cargo space, the achievements of the 

United States in the first World War would have been impossible. Since it 

in important factor in our landing a million soldiers in France six 
iths ahead of schedule, Gay was widely acclaimed, along with General 

Hugh Johnson, as one of “the two miracle men of the Army.” In 1929 Gay 

served the government again in a survey conducted by the National Bureau 

f Economic Research for the Committee on Recent Economic Changes of 

e President’s Unemployment Conference. 

Capitalizing his early arrival, Gay played a leading role in calling other 

olars to Washington during the first World War. Realizing that experts 
would be needed during the critical period of postwar readjustment, he 

ed to prevent the hasty demobilization of trained personnel upon the 
termination of hostilities. Some of the men retained at Washington formed 
important nucleus for administering the programs of economic and social 

ntrol begun under Herbert Hoover and expanded under Franklin D. 

sevelt. Gay was largely instrumental in preserving the records of war 
iwencies which proved indispensable in the second World War, and at the 
darkest hour of this conflict he was consulted again concerning shipping 
problems. 

While managing the New York Evening Post, Gay was elected to the 
Board of Overseers of Harvard and took an active interest in the adminis- 

ion of the University. In 1924 he returned to Harvard as professor of 
nomic history, and in 1935 he was appointed to the Henry Lee professor- 
He retired the following year to take a position on the research staff 
the Huntington Library at San Marino, California; and after the retire- 
t of Dr. Max Farrand in 1941 he became director of research, and held 


this post until his death. 


During the depression of 1920-21, Gay and Professor Wesley C. Mitchell 


k the lead in planning and organizing the National Bureau of Economic 


Research. Gay was elected the first president. In 1924~—33, the formative 


erlod, he served with Mitchell as co-director of research. Gay also played 
leading role in the organization of the Council on Foreign Relations and 
in establishing Foreign Affairs. From the first issue he was a member of the 
torial board. He served in 1921-33 as secretary-treasurer of the Council, 


and in 1933-40 as vice-president. 
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Assisted by Sir William Beveridge, in 1929-30 Gay organized the Inter. 
national Committee on Price History, which undertook systematic his. 
tories of prices in Austria, England, France, Germany, the Netherlands 
Spain, and the United States. If the research had not been interrupted by 
war, the results might have fulfilled Gay’s dreams since his graduate-student 
days of having complete histories of prices and wages in the leading coyp. 
tries with an occidental civilization. In this undertaking Gay was also jp. 
fluenced very strongly by the highly significant results obtained by Professo, 
F. C. Mills in his Behavior of Prices, a study that Gay followed with ey. 
traordinary interest at every stage of its preparation. 

In 1932 Gay’s former students honored him with a Festschrift entitled 
Facts and Factors in Economic History. Reflecting the breadth of his teach. 
ing, the topics ranged from “The Economics of Population in Ancient 
Greece” and “‘Medieval Spanish Guilds” to “Bata, Chief Figure of the 
World’s Shoe Industry” and ‘‘American Politics at the Crossroads.’”’ Every 
region and most of the leading universities in this country and Canada were 
represented by the contributors. One of them is now president of th 
Economic History Association; one has been Under-Secretary of Com- 
merce; and two have been president of the American Economic Associatio: 

Gay was the leading founder of the Journal of Economic and Busine 
History in 1928. He was the first editor and shaped its policies until th: 
pressure of previously accepted responsibilities forced him to resign. | 
1929 Gay was president of the American Economic Association, and in 194 
he was unanimously chosen as the first president of the Economic Histor 
Association. ‘‘The Tasks of Economic History,” the title he gave his presi- 
dential address, was adopted as the title of the annual supplement of th 
Journal of Economic History. He was a prime mover in the organization of 
the Committee on Research in Economic History of the Social Scienc 
Research Council in 1941. The new strength and new hope he deriv 
from these activities brightened his last years. 

Gay was the first native-born American to occupy a chair in econom 
history in an American university. Both through teaching and guidance of 
research he dominated economic history as very few American scholars hav: 
ever dominated any major academic field. During the last three decades it 
has been difficult to form a committee of recognized economic historians 
without naming an embarrassing majority of Gay’s students or of his 
students’ students. Men trained either under him or under men he ha 
trained hold a high percentage of the chairs in economic history in the Nev 
World. Largely because of his unselfishness in criticizing the work of others 
and because of his abiding interest in vital current problems, his « 
scholarly output was exceedingly slender for a man of his stature. Ty 
articles on the English enclosures at the turn of the century, a few articles 
on current events in the 1930’s, and a series of articles on the Temple 
family after he went to the Huntington Library were his only major con- 
tributions. Except for a discussion of “The Putting Out System” in th’ 
Encyclopaedia of the Social Sciences, none of his unprecedented knowledge 
of the Industrial Revolution, derived from decades of brilliant and patient 
research, ever saw the light. 
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very few men have inspired, promoted, or directed research with com- 
rable effectiveness. His students kept in touch with him and drew in- 
‘iration from him for decades after their formal study ended. Perhaps no 
er American economist has had so many scientific books dedicated to 
Certainly very few have ever expended their energy as freely in stimu- 
» research or used their wisdom as conscientiously or effectively in 
g the product. As a teacher, scholar, executive, administrator, in- 
list, and man of affairs Edwin F. Gay will not soon be replaced. 
EARL J. HAMILTON 
rihwestern University 


iter. 


BOOK REVIEWS 


Economic Theory; General Works 


The Theory of Price. By GEORGE J. STIGLER. (New York: Macmillan. 194¢ 
Pp. vii, 340. $3.75.) 


Professor Stigler’s Theory of Competitive Price (reviewed in the December 
1942 number of this Review) has now been augmented by Part III contaip. 
ing a hundred-odd pages on Imperfect Competition and Part IV consisting 
in two chapters on the topics of Multiple Products and Capital and Interest. 
This review will be concerned only with an evaluation of the new materia! 

The author has presented a provocative, if spotty, discussion of some o 
the problems of monopoly and reveals himself as a wholly admirable and 
ardent crusader against monopoly of all kinds, including labor monopol) 
The topics appear to be all-inclusive: advertising, non-price competition, 
discrimination, the highly useful concept of cross-elasticity of demand, dif. 
ferentiated products, oligopoly, bilateral monopoly, price rigidity, and even 
the “trust” problem, complete with investment bankers, promoters, “up- 
fair’? competition and the NRA. There are many ideas and certainly : 
lack of opinions. Everything is there—except, as will be explained later, a 
fundamental understanding of the central idea underlying the subject whi 
is supposedly being interpreted for the student (this is a textbook). Prob- 
lems at the end of each chapter are on the whole excellent, and should 
contribute substantially to developing the student’s facility in using the 
technical apparatus. 

A first serious criticism must, however, be made on the ground of organi- 
zation. The chapter headings of Demand, Costs, Pricing, and Pricing oi 
Productive Services are carried over from the “‘competitive”’ portion of the 
book; yet it appears (quite naturally at this stage) that there is little to b 
said about the first two which does not lead into the third or fourth. As 
result we have “pricing” throughout; and such vital topics as advertising 
discrimination, oligopoly, non-price competition, cartels, etc., are merely 
cut into slices and a portion served up in each of several places, as though 
a card on this subject (calling for two pages more) had again been draw: 
from a well-shuffled pack. For instance, several of the basic propositions 01 
discrimination between independent markets are sketched (two pages 
the chapter on Demand, whereupon we suddenly shift to oligopoly; whe! 
the subject is again encountered in the Pricing chapter we have two mort 
pages, on the problem of “seepage” between markets not quite indepent- 
ent. Similarly, oligopoly is substantially developed under Demand, onl) 
reappear in the Pricing chapter (under the heading of ‘‘Duopoly’’) wher 


} 
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-eyeral more advanced problems are commented upon. When some of the 
nics are reached, it is found that they have already been exhausted else- 
here (or so the author thinks). Thus with ‘‘Monopolistic Competition” at 
e end of the Pricing chapter; but in order not to leave the space blank we 
e given instead an assortment of two pages each on (a) ‘The Concept of 
Industry” (which “we can no longer postpone’’), and (b) some added 
eflections on non-price competition. ‘““Comparisons of Competition and Im- 
nerfect Competition” are treated in the chapter on Costs, before Pricing has 
‘presumably) appeared at all. “Bilateral Monopoly” gets a page and a half 
nder Pricing with what is almost an apology for bringing up the subject 
since “there must be very few cases”; when it is again mentioned under 
Pricing of Productive Services we are told that union wage bargains (of 
which there seem to be more than a few) are “‘much the most important 
ase of bilateral monopoly” (p. 300), yet in this latter case no limiting 
parameters are even suggested and the entire accompanying discussion of 
collective bargaining is carried on without reference to the concept. Such 
ontradictions and loose ends are frequent and confusing. On page 215 it is 
consumer ignorance” which gives rise to monopolistic competition, whereas 
n page 240 ‘‘consumer information” becomes “necessary”’ to it (since it is 
‘necessary”’ to Stigler’s preconceptions that the demand curves in this case 
be highly elastic, of which more later). Our criticisms have passed from mat- 
ters of pure organization to a questioning of how far the author has really 
ligested his new subject. 
rhe concept of “‘monopsony”’ receives mention under “Rivalry in Buy- 
ing’ (p. 249) in the chapter on Costs (where, incidentally, rivalry in buying 
s repeatedly and confusingly contrasted with rivalry on the demand side), 
and it appears again by name in relation to wages in Pricing of Productive 
Services. But the only theoretical treatment of it is elsewhere: page 254 
vith a diagram, where it is repeatedly referred to as monopoly, and pages 
245-46 with tabular and algebraic treatment where it is referred to merely 
“imperfect competition.”’ These latter pages are at the beginning of the 
Costs chapter, where some of the worst effects of Professor Stigler’s random 
methods of assembly and (shall we say?) carelessness are strikingly illus- 
trated. We start with the proposition (reiterated) that the cost of a produc- 
tive service to a firm is its alternative earnings in competing uses, a principle 
supposedly illustrated in Table 18. But Table 18 deals only with the firm in 
question and from it emerges instead the principle that the entrepreneur 
will pay a productive service its marginal value product to him. Passing 
over this confusion, the next heading is “Technical Derivation of the 
| Cost Curves.” We now have a table dealing only with monopsony (but 
never referred to as such), labeled Monopoly, and referred to in the text as 
lustrating “the detailed derivation of the cost curves under imperfect com- 
petition.” To the student it must appear that this is a continued (“‘detailed’’) 
development of the same subject, viz. marginal value product, whereas the 
atter has in fact been dropped and an entirely different one taken up. 
Furthermore, the principle embodied in the table (monopsony) is made to 
ppear as synonymous and coextensive with “imperfect competition”! The 
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argument ends abruptly with an algebraic formula, whereupon we pass ¢js. 
continuously to the next unrelated topic: “an important problem concerp. 
ing monopoly profits.” 

When we arrive at the chapter on Pricing of the Productive Service 
under Imperfect Competition, we find, of course, that “the general principle 
... has already been sketched” in chapter 12 (for 12, read 13), and so the 
chapter turns instead to two specific topics in the labor field: some brie 
remarks on labor mobility and a discussion of union policies and their his. 
tory. Interest, although clearly regarded as a “‘service”’ by the author, ap. 
pears, separated by “Multiple Products,” in another book—the omniby 
Book IV. There is no treatment in the entire volume of either rent or profits 
(except for fragments so casual that the subjects are not even listed in the | 
index), an unfortunate omission for a book avowedly designed as a text, 

It must be clear from the foregoing that the new portion of Professor 


judgment in itself is of minor importance beside an understanding of the 
reason why it should be so. This reason is not far to seek, for the author 
himself is quite explicit in his introductory paragraphs to the new chapters 
that he is now taking up what is to him, by contrast with “perfect” compe. 
tition, the umsystematic part of economic theory. It cannot be overstresse 
that, although “imperfect”? (monopolistic) competition has in fact come 
be widely accepted as either (a) more general than pure competition, and 
shading into the latter as an extreme, or (b) at the very least, more specif- 
cally applicable to a portion of the economic system than is pure competi- 

tion, and hence designed to replace it im part, it is none of this to Stigler. It . 
merely refers to the “‘literally infinite number of possible deviations from 
perfect competition” (p. 197), a hodge-podge without any system of its own 

(until we have more ‘“‘factual knowledge’”’) and from which selection can 

only be made by intuition (p. 198). 

Stigler is in fact a thoroughgoing “‘perfectly competitive” theorist. Com- 
petitive theory is the basic framework of economic analysis (p. 21) and 
“competition is a better single assumption ... than monopoly” (p. 23 
(I believe the reverse to be true for reasons set forth in Monopolistic Compe- 
tition, chapter IV, summarized on page 68; but, in any event, why must 
there be a single assumption?) ‘‘Monopoly (or better, . . . imperfect compe- 1 
tition)”’ is like friction in physics, and hence to be dispensed with in the } 
“first approximation.” Although it was in protest against all this that the 
theories both of “imperfect” and of monopolistic competition developed, 
they have led him only to reaffirm—and repeatedly—the old position. The 
only two reviews I have seen of the first half of Stigler’s book have bot! 
chided the author for not organizing his subject in the natural and easy eX 
way, beginning with the individual firm and “imperfect” competition. But 
what these reviewers could not have realized is crystal clear now—that suc 
change would require, not merely a reversal of order, but a revolution i 
the author’s thinking. 

In addition to this “faithful unto death” attitude towards perfect com- 
petition, and (I should like to believe) as a possible explanation of it, there 


Stigler’s book seems to this reviewer distinctly inferior to the old. Yet thjs ¥ 
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nfusion and misconception in rare degree as to what “imperfect” and 
polistic competition theories are all about. Let us return to the au- 
r’s “intuitions,” by which he orients his readers to the subject. They are 
the opening chapter of the new material (number 11), offered 


-pecifically as ‘‘a detailed statement of the author’s Weltanschauung which 


nderlies the selection of content in subsequent chapters.” It consists of 


een pages on the “trust problem,” a general survey of all that was com- 


monplace in the literature of that subject long before anyone had ever heard 


‘imperfect’ or monopolistic competition; and a final two pages on “Other 


Departures from Competition.” Now, as for the first, there is no objection 
yer se to including a discussion of the theory of industrial combination in a 


ory of “imperfect” (monopolistic) competition. Just as firms without 

monopoly power may obtain some by combining, so those which 

y have some may by combining increase what they have—extend the 

f their monopoly. The danger lies in conceiving of such combination 

f the essence of the problem (as Stigler clearly does), in the sense that 

out it the situation would be essentially “‘competitive.”’ It is significant 

e very extensive literature on “‘imperfect” and monopolistic competi- 

tains virtually nothing about combination, not because there is any 

about its being monopolistic, but because it has nothing to do with 

entation of theory which is at issue. I repeat, however, that there 

vidently no reason why the theory of cartels should not be integrated 

this type of general value theory (and given as much space as desired), 

it not for the accompanying misrepresentation of the latter, to which 
turn. 

What of the non-trust-problem part of the subject—the last two ‘‘also 

pages of the basic chapter? These are of dire portent indeed for what is 

ow. We find that: (1) the “other departures” to which “economists 


ive also paid much attention in recent times . . . are due to a fundamental 


teristic of consumer markets—consumer ignorance”’ (sic, p. 214); 
product differentiation, described here and elsewhere as the differentia- 
of ‘‘virtually identical commodities,”’ is “‘the effect of this ignorance” 
p. — and, for the bouquet, (3) there would still be much product 
erentiation under perfect competition “‘because of the great variety of tastes 
' needs of consumers’’ (my italics). Now if Professor Stigler wishes to 
ut his own system from a set of strange propositions of this sort, it is 


his privilege. But he should not represent it (see Preface) as a survey of the 


uestion in ‘‘modern price theory.” It is indeed hard to understand 
nyone could have arrived at such an interpretation. 
Let us comment briefly on the above propositions. (1) Far from being the 
tion of those “departures from competition” which economists have 
cussed in recent times, consumer ignorance has played virtually no part 
in explaining them. Important as it may be, and especially in connec- 
with the particular subject of advertising, it is a fact that by far the 

part of the literature on “imperfect” and monopolistic competition 


has been written without reference to it, and would remain intact under the 


umplion of perfect consumer knowledge. (2) Product differentiation is 
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explained, not by consumer ignorance, but (a) in part by the heterogeneit 
of “nature,” including both “land” and its products and the services ¢j 
human beings, and (b) probably in greater part by the conscious productior 
of variety in response to the demand for it, a demand arising from th, 
diversity of tastes and needs. (3) Variety of tastes and needs leads, as stated 


to product differentiation; but far from being consistent with perfect com. 


petition, it signifies individual scales of preference as between the products 
of different firms, and hence demand curves for these products which ar, 
not perfectly elastic, which are characterized, in fact, by all degrees 
elasticity. Such curves are not consistent with perfect competition—on tly 
contrary, they indicate monopoly, which may be admitted into the analysis 
without compromising one iota whatever competition is also present. Noy 
there are some critics of this type of theory who believe that its importance 
has been overstated, and, without sharing their judgment, I am bound : 
respect it. But when our author warns his readers in the midst of su 
misconceptions as these that “the recent literature of economics has mate- 
rially exaggerated the importance” of product differentiation, I can on) 
state flatly that, since his misunderstanding of the recent literature goes { 
its very roots, his interpretations of it and his opinions about it in a text- 
book are mischievous, to say the least. 

Let us observe how this is so in our leading case of gradations in sub- 
stitutes. Although we read, on the one hand, that “‘cross-elasticities ca: 
vary from infinity to a small value, and any division of this range int 
monopoly, monopolistic competition, and near perfect competition, must 
be arbitrary” (p. 239), yet such a division between monopoly and monoj 
listic competition is in fact made, and the actual gulf between the two con- 
cepts in the author’s mind is revealed by the difference in the way they ar 
treated. Monopoly is fundamental, defined to exclude competition (p. 22! 
(although never referred to as pure monopoly), and most often associat 
with an industry. Monopolistic competition, on the other hand, is a matt 
primarily of consumer ignorance (as stated above; see also p. 329 note, and 
passim), where products are “technologically very similar or even id 
cal” (p. 218 and passim), referred to as only “‘quasi-monopoly” (p. 215 
characterized by quite elastic demand curves, and seemingly different or 
in minor degree from “‘competition” itself. All this is not very different fron 
what could be found in the textbooks twenty-five years ago. I can onl) 
conclude that the student who takes these chapters of Professor Stigler’: 
as a guide will be off to a bad start in understanding what writers on “in 
perfect”? and monopolistic competition have been talking about in rece! 
years. 


enti- 


EDWARD H. CHAMBERLIN 
Harvard University 
Le Mécanisme des Prix et la Structure de ’ Economie. By JEAN MARCHAI 
(Paris: Librairie de Médicis. 1946. Pp. 250. 240 fr.) 


Utilizing what time he could snatch for academic work during 2! 
immediately following the nazi occupation of his country, Protesso! 


fi 
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leit Marchal has given us a volume which is definitely more than “another 
2g of French economics book.” It has analytical stature; in America it would be 
tior onsidered an advanced undergraduate or first-year graduate text in gen- 


the ral price theory, with its particular emphasis (60 per cent by weight or 
me) on imperfect competition. His text may be considered a French 
On- interpart of Stigler’s Theory of Price. It is a clear and lucid presentation 
luct in the best tradition of French expository writing and devoid of lofty claims 
ar . theoretical originality. The language is so simple that the American 
S of teacher should find large portions, particularly of Part II (Imperfect Com- 
\t petition) suitable for supplementary reading by students with even a 
lysis mited knowledge of French. Two chapters in particular, derived from von 
Nor Stackelberg’s Marktform und Gleichgewicht and dealing with bilateral 
anc monopoly and duopoly- oligopoly, respectively, surpass in logic and clarity 
dt any presentation this reviewer has seen in English, and merit translation 
for the benefit of students unable to grasp the French original. (How long, 
late- ncidentally, will it be before Stackelberg’s own work becomes available in 
onli English?) Marchal’s method is arithmetical and graphical where it departs 
Bs { from the literary. Mathematics of collegiate grade and pretensions to un- 
text- necessary rigor are reduced to a minimum. More care might perhaps have 
been devoted to selecting simpler figures in the arithmetical examples, and 

sub- to increasing the legibility of many of the diagrams. 
But Professor Marchal is writing as a social scientist rather than a 
ian. In Part I of his book, devoted to a brief and in some sections 
nust sketchy treatment of “‘The World of Perfect Competition,” the stress is on 
Opo- the socially optimal character of the purely competitive “‘solution,” and 
con- there is an underlying criticism of the entire construction as Utopian and 
iry. In contrast to the “(Dream)-World of Perfect Competition,” 
221 lhe World of Imperfect Competition,” especially the world of Edgeworth- 
Bowley bore aac and oligopolies, is the ‘‘real’”’ world. It is a world not only 
I lations less than optimal, but of complete economic chaos and 
juilibrium, stabilized only by frictions and rigidities. From its short- 
gs “Mar ha] in his concluding chapter sees escape either by the elimina- 
15 n of the profit motive through consumers’ cooperation on a grand scale 
rough the simulation of perfectly competitive conditions in a regime of 
ron tional planning subject to economic “‘rules.”” He does not consider or even 
I inti-trust policy or any other conceivable reversal of the apparent 
er’s ecline of competition,” nor yet the ‘‘defenses of monopoly” suggested by 

Boulding or by Schumpeter. 

Cut off as was Marchal from the main currents of economic thinking 
is book was being written, he cannot be criticized severely if por- 
ns of it resemble somewhat the fashions of last season, too outmoded to 
irable and still too modern to be picturesque. His reading has been 
well and digested thoroughly, but it covers little of value later than 
BA Hicks’ Value and Capital. Even in the field of his particular interest, im- 
perlect competition, Marchal has not had the opportunity to read Triffin 
oblems of defining ‘‘the industry,” nor the Hoffman-Nicholls 
SOT analys!. .. cumulative effect of successive monopolies at various stages of a 
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productive process, nor the developments arising from the discontinuous or 
“kinked”? demand curve in the theory of oligopoly. The definition and dis. 
cussion of “pure competition” could have been improved by a reading or 
re-reading of the relevant sections of Knight’s Value, Price and Profit, and 
the treatment of planning by the supplementing of Meade with the more 
extensive work of Lange and Lerner. His treatment of cost, particularly 
with relation to supply, is inferior to Alfred Marshall’s Principles where ij 
departs therefrom (by telescoping market and short-run adjustments), and 
it does not utilize at all the refinements of Viner and of Harrod. The dis. 
cussion of consumers’ surplus is purely Marshallian. 

There are also a number of problems side-stepped or evaded which an 
American teacher, particularly at the graduate level, sometimes stresses, 
For example, Marchal is willing to postulate the measurability of utility, 
and presents no consumption indifference curve analysis at all. The phe- 
nomena of diminishing returns and increasing costs are not related in any 
adequate manner. Nor are problems of complementarity, particularly in 
production, where problems of “variable proportions” in joint costs are 
slurred over. Even in the generally superior second part, the reaction of 
monopoly on the marginal productivity of labor and on the income of 
workers—the Robinson relation between the elasticities of demand and 
substitution—is not presented. Strangest of all in a French economist of 
logical and analytical bent, there is no chapter on general equilibrium sum- 
marizing the contributions of Walras and the Lausanne School. 

Of forthright technical errors, however, there are few. At one point 
(p. 29) Marchal calls a linear demand curve iso-elastic, and at another 
(p. 66) he identifies a competitive firm’s supply and (short-run) average cost 
curves. Monopoly and monopsony seem confused in the suggestion (p. 139 
that a monopolist can increase output and employment by evading the pay- 
ment of rent. Perhaps more important philosophically, he attacks (p. 184 
the Marxian allegation of exploitation of the proletariat on the basis of th 
Pigou-Robinson definition of “exploitation’—a semantic as well as an 
economic slip. Such errors, however, frequently enter the first editions of 
works composed under less arduous conditions than this one, and can be 
eliminated readily in subsequent revisions. And as it stands, this book, if 
accorded widespread reading, can go a long way toward lifting Fren 
theoretical economics from its prewar doldrums. 

M. BRONFENBRENNER 

Chicago, Illinois 


Economics. By Joun Ise. (New York: Harper. 1946. Pp. x, 731. $4.50.) 


In the preface to his long-awaited textbook, Professor Ise says he has 
“resisted the lure of lucre and the blandishments of the publishers for about 
thirty years.”’ He should be gently chided for withholding from us for s 
long the benefits of his wisdom and knowledge. For this is no ordinary text- 
book. Into it the author has poured the accumulated wisdom and know!- 
edge of a lifetime spent as one of our most distinguished teachers and he 
has imbued the conventional material of a principles textbook with a warm 
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or human philosophy that makes the reading of it an exciting and stimulating 
a perience. In comparison, the average principles text appears sterile in- 


1 .dopting a broad philosophical attitude towards many economic ques- 
ore tions, Professor Ise has recognized a fact that many elementary text writers 


sly seem to ignore. This is that large numbers of students taking basic prin- 
> it ples courses are not planning to become specialists in the field of economics 
nd and therefore do not need as rigid a schooling in theoretical analysis as is 
lis. often thrust upon them, which, according to Professor Ise, gives them a 


se idea of the precision with which economic principles operate. Professor 
an Ise belongs to that school which believes that modern education tends to 
es ntrate too much on facts and vocational training to the exclusion of 
ty, thought and originality. He considers that fundamental human values 
e- should be reasserted and that the broader implications of man’s cultural 
ge should be stressed in place of the present emphasis on material and 
nical achievements. 
are Ise is very critical of capitalism and indeed does not think it has much of a 
His criticisms are, however, based not merely on the fact that the 
m operates inefficiently in many ways but also on the fact that it has 
ind ed to spiritual decadence, a decay of human values, and a growing emphasis 
n cheapness, tawdriness, and dull standardization. Although he is of the 
that some type of collectivism will take the place of capitalism 
hat “‘socialism is preferable to communism or fascism because it is the 
democratic form of collectivism,” nevertheless he believes that no 
er mere economic reorganization will do us much good unless, through real 
education of the individual, we achieve a moral rebirth. Throughout his 
39 book Ise emphasizes this and loses no opportunity of stressing the human 
ngle of economic problems. For instance, he emphasizes the human costs 
84 f specialization (Chapter 6) and the fact that the diffusion of stock own- 
ership and concentration of economic power have led to the undermining 
f ‘the sense of individual responsibility which is fundamental to a capi- 
society’? and to the loss of “certain spiritual values that went with 
be management and control” (Chapter 8). Later, after discussing the technical 
ties of a socialist state, he concludes that its success in the final 
sis would depend on education and individual realization of the issues 
ved (Chapter 41). 
R (he adoption of this broad philosophical approach permits Professor Ise 
to range over a very wide field of human knowledge and to discuss such 
s as geographical determinism, eugenics, sociology, and politics, and 
S] illy such interesting things as the murder of the Italian socialist 
has Matteotti, the usefulness of the photoelectric cell, courtship and marriage 
itions, and the Soviet “‘purge”’ trials. He also refers to the views of 
ifferent persons as Mark Twain, Will Rogers, Leland Stowe, Jawa- 
; Nehru, Major Alexander de Seversky, Ruskin, Plato, and ‘‘General’”’ 
w!- jacob Coxey, not to mention quotations from the Bible, ‘‘Alice in Wonder- 
ind Shakespeare. 
rm it should, however, not be thought that Professor Ise allows these in- 
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teresting ideas to obscure his elaboration of those basic economic principles 
which it is the purpose of an elementary textbook to enunciate for beginning 
students. On the contrary, he is to be congratulated on his remarkably clear 
descriptions of those basic principles. Ise has a most admirable gift fo; 
clarity and coherence that is a very welcome contrast to the incredible 
verbosity of some texts which ramble on through masses of factual detajj 
which only confuses the student. While Professor Ise never loses an op- 
portunity to exercise his well-known wit at the expense of some of the 
folkways of our society, he does not let extraneous matter interfere with his 
descriptions of such things as the operation of the price system, the nature 
of the banking system, or the types of taxes imposed. Much of his philoso- 
phizing is concentrated in the last two hundred pages, in Parts VI and VII 
entitled “General Aspects of Capitalism” and ‘‘The Other Isms,” which 
follow the five-hundred page treatment of basic principles under conven- 
tional chapter headings. What Professor Ise has succeeded in doing is to tie 
together many strands of human thought, albeit in a controversial way, and 
to show the place of economics in the main body of human knowledge. In 
doing this, he has made economics an exciting and alive science calculated 
to arouse the interest of any student with normal intellectual curiosity, 

After an introductory chapter on Elementary Concepts, Professor Ise 
spends 140 pages on Production in which he discusses the factors of pro- 
duction, population problems, specialization, and the types and size of 
business organizations. Great emphasis is placed on the evils of monopoly 
Indeed, all through the book it is obvious that Professor Ise regards 
monopoly and “Wall Street finance” as the worst feature of our economic 
system. He returns to the attack again and again, sometimes winging 
barbed shafts of Veblenian irony at the activities of big business but more 
often launching bold frontal attacks in extremely outspoken language. The 
activities of corporation directors, investment bankers, coal-mine operators, 
oil interests, insurance executives, and munition makers are all denounced 
with vigor. 

Part LII of Ise’s book deals with prices and consists of eight chapters 
totalling 113 pages. Ise claims that he has not elaborated the intricacies of 
value analysis as much as has been done in some recent books because he 
does not believe that this is important for nonspecialists who do not expect 
to take further courses in economics. He has, however, done a remarkably 
good job of outlining the conventional market situations. His chapter on 
the significance and functions of the price system in a capitalist economy, 
which precedes the conventional curve analysis, is a particularly clear and 
practical discussion. Later in the book, in Chapter 42 on Communism, he 
discusses the problem of the allocation of resources under the Soviet system 
and the contrast is a useful one. In his price analysis chapters Ise never for- 
gets to show the practical implications of his theoretical analysis. 

Part IV is entitled Exchange and consists of 95 pages, which is not 
many for a section which tries to cover money and banking, price levels, 
business cycles, domestic trade, and international economic relations. As 3 
result of this compression, the material on business cycles and internationa! 
trade is not entirely satisfactory. 
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ples Ise gives a good description of the characteristic phases of the business 
ling vcle but a rather vague and cursory treatment of its causes with a little 
lear ich emphasis on the odder theories. He obviously does not think 
for much of “‘pump-priming” and says, in criticizing reflation measures (p. 321), 
ible \Vhen the depression has been running for awhile, the natural forces of 
tai -ecovery are usually strong enough to bring a gradual revival of business 
Op- vhich will perhaps be sounder if the government does not try to force it by 
the | inflation measures.” There is, however, no account of the modern and more 
his sophisticated theories, as expressed by Professor Hansen in “‘Fiscal Policies 
ture i the Business Cycle,” for instance, nor of the ideas that gave birth to 
080- the original ‘‘Full Employment” Bill. Judging by the weight given to 
VI nopoly in this bock, the author is more interested in the structural 
Lich maladjustments in the economy than in “over-saving” and “compensatory 
ren- ispending.”’ The multiplier principle is not explained. Keynes gets less space 
) tie than the “‘Ham and Eggs” and Townsend Plans. 

and [he two chapters on international economic problems are likewise de- 
Tn Much space is devoted to the usual arguments for and against 


riffs but Ise virtually ignores the more modern problems arising out of 
*the growth of direct controls and state trading. Quotas are not mentioned 


Ise J ‘at all; exchange control receives one paragraph; Bretton Woods is not 
ITO- ' mentioned although considerable space is devoted to the gold standard. 
of [he Reciprocal Trade Agreement program is referred to very briefly with- 
aly it much explanation of its nature and purposes and not until seven pages 
rds ftera much longer discussion of the iniquities of using the tariff as a polit- 
mi il football. It is not stated that the Reciprocal Trade Agreement pro- 
ing cram put an end to that thirteen years ago. Worst of all, there is no discus- 
ore n of the relationship between the flow of long- and short- term capital, 
he interest and dividend payments, and merchandise trade, nor of the status 
Ors f the United States as a creditor nation. 
ced Part V deals with Distribution including public finance. This latter chap- 
irgely ignores modern theories of compensatory fiscal policy; Ise does 
ers t think much of the idea that expenditures are beneficial because they 
3 of put money in circulation.” His chapters on labor are carefully designed to 
h sive the student a fair picture of the situation and help them avoid gen- 
ect eralizations and black and white contrasts. A curious arrangement of 
bl; emphasis is noticeable, however, when Ise spends three pages on union 


polistic restrictions but only two lines on mediation, with no mention 
e U. S. Conciliation Service at all. Similarly, in his otherwise excellent 
nd ipters on Rent and Some Land Problems, he spends four pages on the 
ngle tax but ignores agricultural price-support programs. Ise might also 
en ve spent some time on the nature of corporation profits instead of dealing 
th those of the individual entrepreneur. He could easily have found 
e for this by devoting less space to the “acquisitive” profits of muni- 
kers, swindlers, and grafters, etc. This lack of balance in Ise’s treat- 
f important subjects becomes rather irritating and detracts from the 
$a sefulness of the book. 
nal Che last two hundred pages of the book on “General Aspects of Capital- 
‘The Other Isms,” and “The War and Postwar Economy” are likely 


‘ 
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to arouse a great deal of controversy. Ise pulls no punches in his chapters op 
the capitalist system. He believes indeed that we have “all the ingredients 
for a Fascist regime’”’ in the United States and he lashes out at business cop. 
trol of politics, the press, radio, education, and foreign policy. He is surely 
less than fair to his colleagues in the profession, however, when he says that 
‘education in the social sciences is largely a process of propagandizing jp 
favor of the status quo, or better, a process of inoculating students agains; 
thinking about important questions” (p. 550). 

One of the principal criticisms which can be made of Professor Ise’s 
book is that he tends very often, through the omission of certain facts and 
the overemphasis of others, to give the elementary student a somewhat 
distorted picture of the capitalist system. For instance, the activities of 
Boss Tweed, Samuel Insull, the 19th century railway magnates, Sir Basi! 
Zaharoff, and other persons of doubtful economic morality are discussed 
but there is no mention of such organizations as the Committee for Eco- 
nomic Development. The atrocities of King Leopold in the Belgian Congo, 
the operations of the U. S. Marines in Nicaragua, and other unsavory as- 
pects of capitalist imperialism are emphasized but no mention is made of 
the growth of the idea of trusteeship or the ‘‘Good Neighbor” policy. It is 
surely hardly true now that New York banks dictate the choice of Cuban 
presidents, as Ise says on page 558. While considerable space is given 1 
the various ways in which company directors can deceive stockhholders, 
there is no statement of the fact that the corporation is the most efficient 
institution yet devised for mobilizing capital for purposes of productio: 
Many of Professor Ise’s criticisms of capitalism have a somewhat old- 
fashioned air about them as if no changes had taken place since the worst 
days of the late 19th century. 

Ise is no Marxist, however, even though he does keep on using words 
like “‘imperialism,”’ “‘reactionary,” and “fascist.” In essence he reminds on 
of a supporter of William Jennings Bryan, crying out from the West against 
the corruption, false values, and monopolistic exploitation of Eastern 
bankers and business men. “‘Many men go to the penitentiary for stealing 
chickens,” he says on page 551, “‘but a few have gone to Congress for steal- 
ing a railroad or a corporation or a hundred thousand acres of land or a 
million dollars.” 

Ise’s approach is certainly entertaining and provocative. Conservative 
persons will be outraged but even liberals may wonder about the wisdom 
of exposing beginning students to certain sections in view of the extreme- 
ness of some of the statements made. There is no doubt, however, that 
Professor Ise has produced a remarkable book which should, and undoubt- 
edly will, be widely read and discussed. 

James D. CALDERWOOD 

Ohio State University 


Economics in One Lesson. By HENRY Hazuitt. (New York: Harper. 1940 
Pp. xi, 222. $2.00.) 


This two-hundred page lesson is devoted to an exposition of the leading 
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TS on fallacies” that in the estimation of the author infect much contemporary 
lents economic thought and policy, and to a reassertion of the common-sense 
con- verities of old-fashioned economic liberalism. Firm in the conviction that 
urely we cannot get something for nothing, and that we cannot pay Peter with- 
that it robbing Paul, Mr. Hazlitt argues that current ideas to the contrary 
ir dourish chiefly because of a failure to trace through the effects of particular 
ainst measures from their immediate impact to their ultimate, generalized con- 
suences for the entire society. 
Ise’s In a series of twenty-three well-pointed chapters the author reviews his 
} and ' callery of fallacies, running the gamut from the broken window argument 
what the theory of oversaving. Throughout the book runs the same basic 
es of theme: the broken window makes work for the glazier and the glass maker, 
Basi! but the necessity of repairing the window leaves the householder with that 
issed much less to spend on other things. The increased demand for the glazier’s 
Eco- services is immediate and obvious, whereas the other goods that go un- 
Ngo, jemanded are not so readily visualized, and so the real impoverishment of 
y as- the community goes unnoticed. 
le of In the same vein Mr. Hazlitt argues that public works to sustain employ- 
It is ment mean taxes that prevent other goods from being demanded; that 
vernmental provision of easier credit for farmers or others promotes pro- 
by the less efficient and handicaps (through taxes or competition 
lers for capital) the more efficient who are not beneficiaries of public aid, leading 
“ient n the end to a reduction in productivity throughout the economy as a whole 
tio! ind al of real income. 
old- The general confusion of special and general interests is examined in a 
orst series of chapters keynoted by the question ‘‘Who’s Protected by Tariffs?” 
al particularist character of the traditional tariff arguments is spot- 
ords lighted by a satiric chapter on “Saving the X Industry.”’ 
! he fallacy that what is good for the industry is ipso facto good for the 
untry is sharply attacked within the setting of “parity” prices for agri- 
tern iltural commodities and governmental programs for ‘“‘stabilizing’’ com- 
ling modities, agricultural and otherwise, whether to be achieved through loan 
ea programs to facilitate withholding of supplies from the market, or through 
ra ® restriction of production, or both. Such restrictive programs interfere with 
ttainment of maximum efficiency in production by limiting the out- 
tive put of the more competent producers, and saddle on the community the 
Jom burden of sustaining marginal, high-cost producers who would normally be 
me- weeded out by the pressure of unsupported prices. What is seen is the help- 
that ing hand extended to the immediate victims of the squeeze imposed by un- 
ubt- controlled prices; what is not seen is the lost demand for other goods that 
consumers cannot buy because of the prices they are forced to pay for the 
protected commodities. Moreover, if the support of prices is effected 
through government loans or purchases of “surplus” commodities for 
ze, the day of reckoning is only postponed. Ultimately the sheer weight 
cumulating stocks and the increasingly heavy costs of carrying them 
vill result in a catastrophic breakdown of the support schemes and an in- 


mr 


ling omparably greater instability of prices than before. 
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Mr. Hazlitt has no more sympathy for government attempts to fix may. 
mum prices than for efforts to establish floors under sick commoditie; 
Such efforts result in a disparity of production and demand, and indy. 
progressively more serious distortions at the successive levels of productio, 
and distribution. Legal price-fixing cannot cure the basic difficulty of gcay. 
city of goods or surplus of money. And by discouraging production ap; 
distorting the normal relationships of the market the scarcity of goods i 
relation to desires is enhanced rather than corrected. 

An equally dim view is taken of efforts to raise wages either through 
minimum wage legislation or through union action. Increases in money 
wages benefit particular groups of workers at the expense of employers an; 
other workers, but do not in the long run and for the whole body of worker; 
raise real wages at all. Rising real wages can come only through overal] jm. 
provements in technology and efficiency in the use of all resources, whereas 
much union policy, by compartmentalizing productive processes and re. 
stricting output, has tended to reduce rather than to enhance the tot, 
productivity of the community. 

Turning to the purchasing power theorists Mr. Hazlitt argues that the 
demands for the products of industry come not from the workers alone by: 
from all recipients of income, and that an increased command over goods 
for one group proportionately reduces the ability of others to buy. To th 
extent that artificial shifts in the command over goods are accomplished 
they tend to distort the relationships of prices and costs, and to curtail the 
production of goods and the flow of real income throughout the economy 
by inhibiting enterprise. 

Mr. Hazlitt still puts reliance on the operation of a free price and profit 
system to achieve the best possible balance in the production and distribu- 
tion of all kinds of goods and services. Profit prospects provide the most 
effective incentives and guides to production; profit and loss realizations 
encourage the efficient and weed out the inefficient. No authoritarian or 


takes or proceed more effectively to liquidate the consequences of past 
errors of judgment. 

The author still believes in the old-fashioned virtue of thrift and sees in 
saving the mainspring of a progressively dynamic economy. For saving 
coupled with investment in the means of production, opens the way to 
expanded output and higher real incomes for all. What is harmful is not 
saving, but sudden changes in saving and investment brought about by 
uncertainties, to which the vagaries of public policy are an important con- 
tributing factor. Efforts to influence the flow of saving and investment 
through tampering with the interest rate or other means is bound, like the 
manipulation of other prices, to retard production and thwart the achieve- 
ment of maximum real production and income. 

Mr. Hazlitt has thrown down a vigorous, skillful, and provocative cha: 
lenge to sophisticated formulations of theory and policy, and it must be 
conceded that all too often the forest has been neglected as a consequence 
of preoccupation with the trees. In stimulating nettled reactions his book 


arbitrary system of management of our economy could make fewer mis t 
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forms a useful service. Moreover, if his general premises are granted 

iis conclusions naturally follow. But the premises themselves demand 

:mination. 

In the main Mr. Hazlitt has implicitly assumed an economy that is very 

the point of full employment, with all resources utilized pro- 

y. Under such circumstances an expansion of production in one 

rection must divert resources from other lines, and governmental credit 
ded to one group of producers would tend to reduce the resources 

ailable to others who were going it alone. By the same token efforts to 
rease the purchasing power of one group would simply reduce the buying 
wer of others competing for the same goods. 

But Mr. Hazlitt has not shown that his analysis is applicable to an 
my that is functioning below capacity, when an expansion in one area 
ttract resources, not from other uses, but from idleness. Under such 
mstances it is not clear, for example, that government spending on 

blic works, whether financed by taxation or borrowing, will divert either 

funds or resources from more productive to less productive uses. The choice 
is not necessarily between production of different kinds of goods and 
ices, but between use and non-use of resources that are at the disposal 
community as a whole. The experience of the United States and other 
untries during the earlier phases of rearmament and war clearly showed 
. great increase in production was possible in many lines before it 
seriously to cut into the output of normal civilian goods. Only rather 
the game did it become necessary to choose between butter and guns. 

In dealing with conditions of acute scarcity such as emerged later in the 

ritself Mr. Hazlitt argues that the imposition of maximum prices created 
ities by holding prices down as spendable incomes increased, and de- 

plores the resort to rationing as a substitute for price increases to determine 
the allocation of available supplies. Rationing, he says, does only a part 

f the job performed by price, “because rationing merely limits the demand 
ut also stimulating the supply, as a higher price would have done.” 

t generally speaking an increase in the production of rationed goods was 

precisely what was not desired when resources scarce in relation to military 

| civilian demand had to be apportioned in terms of priority of need 
er than of desires backed by purchasing power. 

In fairness to Mr. Hazlitt it must be noted that he directs his criticism 

primarily to peacetime price-fixing, and passes over the exigencies of war- 

me policy with the comment that “‘we shall not examine here the wisdom 

f wartime price-fixing. The whole economy, in tota! war, is necessarily 

ninated by the State, and the complications that would have to be 

nsidered would carry us too far beyond the main question with which 

s book is concerned.” But the same comment could be applied to many 

the problems confronting the state in a period of underemployment, 

problems with which “‘non-common-sense”’ economists have been wrestling 
for a couple of decades. 

Mr. Hazlitt might say in rebuttal that the way out of the impasse of 
inderemployment is to release the initiative of enterprise by removing 
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restrictions on the freedom of enterprisers to seek and enjoy profits. Byt |, 
fails at any point to recognize that the search for profits may itself prove 
restrictive of productive activities, as when the prospective gains fro, 
combination appear to be greater than those obtainable from competitio, 
He has not come to grips with the problems arising out of the uneqy, 
distribution of economic power, nor with the influence of other factors, syc 
as the quest for security, that bear on the formulation of industrial policie 
The author extols the virtues of a free price and enterprise system x 
though it were a system that we now have in essence, but have strangle) 
in an enveloping mass of bureaucracy and red tape. But he has not show 
that the cutting of the tape would release the full energies of which th 
system is potentially possessed, nor has he undertaken to blueprint th 
changes that would be necessary to establish the system in which he }y. 
lieves. 

Mr. Hazlitt has contributed a smoothly written, swiftly moving, and per. 
suasive addition to the contemporary literature of /aissez-faire that wil 
serve to backstop the views of those whose answer to any contemporan 
problem is to do away with government meddling with business. That i 
has elicited laudatory comments from such figures as Louis Bromfield anj 
F. A. Hayek will occasion no surprise. Even the “sophisticated” economis 
may find himself agreeing with the author’s analysis and conclusions wit) 
respect to many specific questions. Nevertheless, the lesson as a whole i; 
too easy, and the ‘‘common-sense”’ answers are really answers only becaus 
the basic problems have been oversimplified so much as to divorce them 
from the complex reality that confronts us today. 

ARCHIBALD M. Mclsaac 


Princeton University 


The Social Framework of the American Economy: An Introduction to Eo 
nomics. By J. R. Hicks and A. G. Hart. (New York: Oxford Uni 
Press. 1945. Pp. xvi, 261. $2.75) 

This admirable little book represents an attempt to provide an introduc. 
tion to economics which will avoid both the Scylla of too precipitous 
plunge into value theory and the Charybdis of institutional description tak- 
ing the form either of a “‘dull collection of facts or . . . a discussion of practi: 
cal policies which may be lively enough, but which it is hard to raise muci 
above the intellectual level of political propaganda” (p. xi). Professor Hicks 
solution which first appeared in England in 1942 and which Professor Hart 
has ably “‘translated” for American use, is both interesting and original. It's 
to introduce the beginner to a kind of “economic anatomy” (pp. 233-34)— 
the factors and structure of production, the character and composition 0 
national income. With this as a base, it is hoped that ‘‘economic physio: 
ogy’”’—value and distribution theory—for which a following volume ba 
been promised (p. xiii), will seem less remote and unreal. 

An introductory chapter discusses the scope of economics, the nature an¢ 

necessity of economic theory, and, most usefully, includes a list of the mort 

important sources of the statistical information upon which much of the 
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nin s discussion is based. It may be observed, parenthetically, that 
irity with this chapter alone might have obviated the embarrassing 
on which a class of sophomores put to the reviewer approximately a 

: What do economists do, anyway? 

ook continues through a discussion of the process of production and 
vision of the product between consumption and investment, to a 
cative account of the factors of production, which are reduced to 
ation and capital. Almost one-half the entire book is then devoted to a 

id interesting exposition of the computation of the national income, 

structure, and the role it plays in economic life. 

[he raison d’étre of the text has already been indicated. Over and above 
wever, the book has three distinct merits. It is compact and,within 
its set for it, coherent and self-contained. It is beautifully organized 
ere is no wastage, so that the discerning reader can see the signifi- 
f each part of the economic anatomy to the whole; and no important 

rts are omitted. 
1e same time, however, the limits set for the book are emphasized. 

e is no fostering of any illusion that all of economics has been surveyed, 
er cursorily. Explicit reference is frequently made to matters that 
t been discussed and to problems that have not been solved. Many 
conventional textbooks now in use attempt to say something about 
conceivable economic topic, thereby depriving their readers of the 
ent of realizing that unopened doors, yet to be tried, still lie ahead. 

Finally, the book strikes a beautiful balance between simplicity and sub- 

ty. Itis completely lucid, yet a beginner will not find all of it easy. There 

portions he will need to read and re-read, and he will have to think. 
her words, it leaves the teacher his function. 
GEorGE P. ADAMS, JR. 


rnell University 


Preface to Economics. By LESTER V. CHANDLER. (New York: Harper. 
1947. Pp. ix, 289. $2.50.) 


For some time now, American economists have been keenly aware of the 

r a major re-examination of the teaching of the basic, introductory 

n economics. The problem is not one of methods, but of subject 

tter. The close of the war brought to our colleges a more mature and 

il student and has further aggravated the problem. To underline the 

ty of the situation, one need only refer to the files of the American 

mic Review during the last half decade. Quoting John M. Clark, “‘In 

stwar generation, economic students may rightly insist that their 

be focused around the major problems of their own time and place. 

lhe traditional treatment of numerous special problems too often gave 
lent a multitude of trees and no forest... . ””! 

Professor Chandler’s Preface to Economics attempts with a notable meas- 


“Educational Functions of Economics After the War,’”’ Papers and Proceed- 
i. Rev., Vol. XXXIV, No. 1, Pt. 2, Suppl. (Mar., 1944), p. 58. 
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ure of success to supply in part this existing need. Although it should be 
noted that the author allegedly only “‘seeks to provide background mate. 
rials that will enable the beginning student to understand more quickly and 
appreciate more fully the significance of materials presented by the usya| 
texts,” the book does more than supplement the usual material. It attempts 
to provide historical and problematic background for the study of the 
operation of the contemporary economy. 

Many currently used textbooks seem to overlook the fact that the early 
classical economists derived their principles from the economy of their 
day. The writings of the classical economists were studied and taught 
against the practical settings of the then current policy considerations 
Abstractions of such principles from their historical setting throws but little 
light on the problems of interest to the student of this day. 

Professor Chandler recreates the framework for classical economics and 
skillfully notes the historical development which resulted in the present 
framework of the economy. Here then is a new tool to replace the all to 
usual introductory chapters on ‘‘Basic Economic Concepts” or “Human 
Wants and Limited Means.” With such a preface, the student need not be 
plunged headlong into a detailed theoretical study of competition or im- 
perfect competition or limited to a description of the more important 
economic institutions with a modicum of historical and statistical data. The 
unfortunate consequence of the use of either a pure theory or of an in- 
stitutional text is the complete confusion or utter boredom of the student. 

In size, the book is slight. It contains only 285 pages, divided into four- 
teen chapters. Opening with several chapters which treat in survey fashion 
the emergence of the business firm from the technological development of 
the last century, the author then relates modern production and exchang: 
to the economic and technological development since the Industrial Revolu- 
tion. 

The author introduces the concept of national output and relates this t 
price and distribution in a capitalist society with special reference to the 
United States. He points out briefly, but lucid!y, the areas within which 
the analysis of competitive price is today applicable and the areas in which 
it is insufficient. The last chapter is devoted to short descriptions of the 
various fields of economics and the application of the principles discussed 
in the previous chapters to these fields. 

Mr. Chandler avoids the shortcoming of many a traditional textbook, 
which, after discussing the organization of the productive unit, plunges 
straightway into the price system—if it does not start out with such a dis- 
cussion. Chandler also avoids the usual implication that the market place 
regulates itself not only under a competitive system but even under non- 
competitive conditions. Instead, he integrates a depiction of the social 
controls which tend to effect equilibrium in the market place with a discus- 
sion of value. Incidentally, the concept of equilibrium itself is here explained 
with unusual clarity and simplicity. 

The wisdom of the sequence of organization used in the Preface to Ec- 
nomics is, however, open to some question. It appears that a more orderly 
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nization would have been achieved if the author had presented first the 
ept of national income and then the organization of the business firm 
ipter IV). If we are to gear the subject matter to the policy problems of 


ir day, it may be argued that the national income, which figures so largely 


ntemporaneous discussion of policy problems, should precede the less 
liar concepts of marginal analysis and form of business organization. 
lysis of the firm would seem more logically placed adjacent to the 


liscussion of the price system. Chapter X, on the function of price and 


petition, might be more effective if it followed the discussion of com- 
tion and laissez faire contained in Chapters XII and XIII. Finally, the 
‘ter on distribution, Chapter XI, appears to us misplaced in its present 
, which breaks the continuity from the firm to market to price. 
cht have been better to follow the order common in most textbooks, 
s, after a discussion of value and price. 
addition to the matter of arrangement, there is at times an inexact 
f terms. Moreover, the value of some of the data presented in the book 
t apparent. The detailed lists of the technological and scientific dis- 
veries of the last two centuries and the two-page listing of the assets of 
e larger corporations appear to be superfluous for the points the author 
ittempting to make. The space thus consumed could have been more ad- 
tageously utilized in elaborating the treatment of more significant 


eas. For example, the lack of quantitative data with regard to the discus- 


of separation of ownership and control and the distribution of income 
| have been supplied. 
[he book, as the author notes in his introduction, is not intended to 


serve as a complete text for an introductory course in economics. It could 
serve most advantageously together with any of the better theoretical texts 
presently used. The acid test of such use will be the reaction of the students 


emselves. We gave some copies of the book to students taking an in- 
luctory course in economics. They are presently assigned a well- 
blished textbook. The expression of one of the students is illuminating 


nd represented the consensus of the group. “Now,” he said, “I begin to 
nderstand what it is all about.” It appears that the students derived more 
nderstanding of “‘principles” from this slight text than from the volumi- 


s book from which they had been struggling to abstract economic sense 


lor a semester. 


SAR LEVITAN and Louis SALKEVER 
ciated Colleges of Upper New York 


in Introduction to Modern Economics. By VALDEMAR CARLSON. (Phila- 


delphia: Blakiston. 1946. Pp. ix, 337. $3.50.) 


lo all teachers of elementary economics there has come at one time or 
ther, I suppose, a vague feeling or realization of the unreality of their 

to the minds of their students, and an awareness of the struggle on 

eir students’ parts to visualize and integrate the elements into a broader 
Such was undoubtedly the feeling of Professor Carlson when he 

d and constructed his book. His frame of reference is commonplace 
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to writers in economics, yet his point of departure is, to say the leas 
unique. That there are virtues as well as defects in this technique should be 
evident. 

The broad, general point of view, the integration of the myriad complexi. 
ties of economics with the socio-political aspects of a democracy, the initia. 
tion of the beginner into fiscal policy and compensatory devices at the outse 
(giving him an almost tangible reason for pursuing further his study), the 
treatment of international trade—these are the important virtues one finds 
in this unusual text. 

One notes, however, a number of major deficiencies, particularly the jp. 
adequate treatment of price and value and the complete omission of , 
discussion of income distribution. In addition, there are such matters as the 
philosophic approach to, and hence nonspecific treatment of money, cred 
business cycles, taxation and other topics; the unquestioned acceptance of 
the goal of full employment; and some gross misstatements . . . all of these 
deserve some comment. 

Professor Carlson writes, “Social evaluation must be accepted as funda. 
mental in the determination of prices. . . . ” A statement such as this, while 
undoubtedly generally correct, may be quite misleading as an introduction 
to price theory, especially if the reader thinks of such goods as wheat, nuts 
bolts or salt instead of neckties. The entire analysis of price is much simpli- 
fied; in fact it is so simple and incomplete that it fails to convey the full 
meaning of even the most elementary price theory. There is no emphasis on 
business decisions, on the different time periods, the attraction of profits, 
The discussion of costs is unconvincing and superficial and, except by im 
plication, the concept of profit maximization (where the incremental 
revenue equals the incremental cost) is omitted. The lack of attention given 
to demand and all it involves is unfortunate, as is also the absence of any 
diagrammatic illustration. In addition, the author is guilty of several care- 
less statements: monopoly, he writes, “‘includes not only a single seller buta 
single buyer.’”’ Although this momentary marriage of monopoly with 
monopsony is modified subsequently, the damage has been done. Again, he 
writes, “‘During a time of less than capacity operation costs can be reduced 
merely by utilizing portions of the idle plant.” This implication that costs 
per unit may so simply be reduced ignores the logic of diminishing returns 
and is likely to produce unfortunate results. 

There is an interesting and valuable digression on competition as a dis 
integrating force in our economy. The author has, however, not em- 
phasized that he is comparing competition as an integrator (in theory) wit! 
competition as a disintegrator (in practice). The result must only be mis 
leading, especially to beginning students. 


= 


= 


In his introduction, Carlson says, “Some economists will deplore t 
omission of any formal discussion of distribution.” Certainly nothing need JRytre: 
be added! for 

The quasi-philosophic approach to money and credit glosses over many of Repel 
the salient elements of both topics and concentrates upon the broader x 

Cai 


aspects of credit control. Thus, these broader questions of policy (0! 4 
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ientral monetary authority) are brought readily within the range of the 
Hevinner, yet the beginner has not been equipped with the tools essential 
- a full understanding of the mechanics. There is, for example, no ex- 
of the gold standard, its importance or its defects. True, the gold 
ndard is in the advanced stages of rigor mortis, yet its thesis is still so 
sic to much of our monetary thinking and activities, including the In- 
rnational Monetary Fund, that the student has been deprived of a most 
essential element. 
[he more important theories of business cycles are omitted too. In fact, 
e author’s approach seems to be: we are all aware that we have business 
d we should all believe that the way to mitigate or avoid them is to 
broad fiscal (spending) policies. And his interest in these policies of 
nance is such that he gives no attention to the criterion of taxation 
in evaluation of the effects of various forms of taxation. Perhaps the 
t fallacious single statement of the entire volume occurs in the discus- 
f fiscal policy. Carlson discusses Ford’s changeover from the model T 
» model A in 1927 and concludes that “the diminution of purchasing 
sused by the Ford action was the leading reason for the business 
. experienced in that year.” Carlson apparently believes the Ford 
organization was completely idle during the changeover, for he ignores the 


Nefiects of Ford’s vast capital expenditures completed during this same 


[here seems to be an undue emphasis on full employment merely for the 
sake of full employment. The uncritical acceptance of this all-too-glittering 
goal, with no inquiry into its efficiency results is unfortunate. Carlson might 
gt least have pointed out that he assumes the goal of a maximum total flow 
of goods and services will be attained when the economy reaches “‘full em- 


ment.” 


One final point requires attention. Portions of the text read like portions 
of a primer of political economy. This is, of course, most satisfactory, but it 
mplished at the expense of some of the more salient components of 
tary economics. Eight full pages (and more) are devoted to a con- 
ration of Marxism and its implications (and one brief paragraph to 
ty of demand!!), and there is considerable emphasis and reemphasis 
isses and the “inevitable” struggles of the bourgeoisie and the 
tariat. Pedagogically, this treatment is extremely likely to impart an 
tunate bias in the minds of elementary students of the subject. I 
to add that I would not shelter anyone from exposure to these 
tters; I merely criticize the unbalance in Carlson’s treatment and em- 
is. It seems also that his discussion of the labor problem and unions 
nnecessarily from this background. 
ss entailed in the sacrifice of directness and specific detail in this 
ireatment of modern economics is, upon balance, much more than a match 
ns of the general, broader point of view. I feel that many will 
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pr t to use this book as a text, although many others will find it use- 
ful to refer to occasional chapters for background. Specifically, the chapters 
dealing with full employment and fiscal policy, the one on the theory and 
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practice of competition, that on population problems and another op ¢}, 
principles of interregional trade, would make for excellent supplementa,, 
reading in the ‘‘typical” elementary course. Professor Carlson has blazed 
the way in his new approach to modern economics; I believe we sha) 
shortly see others following his trail. 
MERTON W. Errety 
The University of Buffalo 


Elements of Economics. By EDMUND WHITTAKER (New York: Longmans. 
Green. 1946. Pp. xvii, 393. $3.50.) 


The appearance of a four-hundred page elementary textbook at a tim, 
in which most new and revised texts seem to approach (if not exceed) on, 
thousand pages, is agreeable and refreshing, so much so, in fact, that t} 
reader may unintentionally find himself anticipating as complete a topica 
coverage as he would expect from a text designed for more than a one. 
semester course. This very lack of completeness and directness is the most 
serious defect in a book otherwise carefully planned and interestingly an 
well written. 

Professor Whittaker’s style is good; he has included a surprising amount 
of material and has presented it in an engaging manner. Generally, he de- 
velops most of his topics more simply than do authors of other elementar 
texts. In certain areas, such as the comments which qualify the goal 
profit maximization, the presentation of the incidence of taxation, the i 
troduction to interest and the survey of comparative costs, his treatment is 
unusually good. These merits seem, unfortunately, insufficient to elevate 
the book to a place of prominence among the twenty-odd elementary texts 
currently in use. 

The reader notes several significant omissions and several significant 
weaknesses. Among the omissions are such topics as the consideration 
the more important theories of the business cycle, a discussion of t 
regulation of business combinations, a description of the Internationa 
Monetary Fund and World Bank, an evaluation of specific devices 
governmental fiscal policy, and a general survey of the contemporary prob- 
lems faced by the American economy. Among the weaknesses are the 
presentation of price (value) theory and the analysis of contemporary labor 
problems. It is, of course, impossible to know reasons (other than the desire 
for brevity) for these omissions and scant coverages; even though the 
reasons are valid, the omissions do detract from the book. 

After presenting the framework of economics simply and interesting) 
in his first chapters, the author plunges immediately into a consideration 0! 
demand, supply and price. This seems to have caused considerable difficulty 
and to have entailed a loss of continuity, for the analysis of price ! 
promptly to be interrupted to insert a section on markets and later \ 
insert a section on business organization and corporation finance, and 
discussion of money and credit which facilitate exchange had to be p 
poned until the latter part of the book. The advantage of beginning an «t- 
mentary text with price theory is debatable, for there do seem to be ceria! 


t 
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inaries which logically and perhaps even sequentially ought to 


jition to this general observation, there are certain contextual 


rs and procedural inconsistencies which should be mentioned. Profes- 
+ Whittaker begins his price analysis directly with market equilibrium 


giving the reader any background to explain what demand and 
e! (Ten or more pages later a very good, though brief, discussion of 


nand is given.) The reader is advised that the equilibrium price is that at 


lemand equals supply; thus he is unable to distinguish correctly 

‘demand”’ as a series of amounts at various prices and “effective 
i” as the amount taken at a price. Throughout an entire chapter 
is devoted to the utility approach to demand, the impression is given 


e reader that utility is quantifiable and measurable, an impression which 


t reformed until (perhaps) too late. Then, in introducing the concept 


‘»rofit maximization in terms of marginal cost and marginal revenue, the 


} 


r fails to ‘‘prove” the concept, and in fact some of his illustrations i in- 


ite something quite the opposite. There are discussions of short and long 


ds without any indication of specific meanings attributable thereto, 
ugh rauch emphasis is wisely given to business decisions, there is 


y slight attention devoted to comparisons of the competitive positions 


lividual firms. Instead of building his price theory around (say) pure 


mpetition, monopoly, monopolistic competition and variants, Whittaker 


mer 


; superimposed them almost as afterthoughts. 


five chapters devoted to income distribution contain certain points 
ire questionable. Despite the considerable effort to explain marginal 
luctivity in simple terms, the ‘‘net” aspect of marginal net revenue 
luctivity is not emphasized, nor is the essential difference between 


irginal net revenue productivity under purely competitive and monopo- 


onditions brought out. In the discussion of rent, economic rent and 
ractual or business rent are confused. The discussion of interest might 
been simplified greatly if the term “capital” (which has so many 
ble meanings) had been abandoned in favor of another term such as 


ible funds.”’ 
he analysis of money is weakened by the omission of an adequate de- 
tion of the present monetary system of the United States, particularly 
reference to what many consider its ‘‘mixed up” nature. And the credit 


ission is similarly weakened by the inadequate analysis of how com- 


banks create and maintain demand deposits which circulate as 
. of payment, and by the lack of emphasis on the importance of excess 


| reserves in the process of credit expansion. In the discussion of international 


ide, no satisfactory attempt seems to have been made to present the basic 


mic arguments for free trade in refutation of the protectionist argu- 


signed to serve the purpose which Professor Whittaker intended and 


text which has a broader goal, it is almost impossible to prevent a knowl- 
cage of the latter from influencing the evaluation of the former. As the basis 


\lthough one should not expect the same completeness and detail from a 
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for a brief, general study of economics, Professor Whittaker’s book woy); 
seem to serve adequately. However, as the basis for a more complete coyry 
(more than a single semester), I fear that it presents too many serious shor. 
comings. 
MERTON W. 
The University of Buffalo 


Beyond Supply and Demand—A Reappraisal of Institutional Economics, }) 
Joun S. Gamps. (New York: Columbia Univ. Press. 1946. Pp. xii, 103 
$1.60.) 

“This is a book about the theories of Thorstein Veblen and of othe; 
economists who have been inspired by his work,’’ that is, the institution}. 
ists. The author distinguishes the institutionalists from the “standard 
theorists by their differences on two principles. Institutionalists accept the 
principle of coercion or aggression as the dominant theme of economic 
rather than competition. This leads to corollary differences between the ty 
schools so that the institutionalist: 

(1) Denies the automatic organization of economic society; 

(2) Regards money as the nucleus of complex forms of human behavior 
rather than as a unit of calculation; 

(3) Distinguishes between the nature of pecuniary and industrial en. 
ployments—the jobs of making money and making goods; 

(4) Emphasizes the evolutionary or institutional factor, that is, t 
politics may determine economics through a change in institutions, whereas 
standard theorists regard government interference in economics as perverse 
A second identifying principle of the institutionalists is the general a- 
ceptance of the doctrine of organic unity, the Gestalt theory that the whok 
determines the parts. 

The author divides the institutionalists into two groups, the first of which 
includes Veblen and the second, all the others, the neo-Veblenians. He men- 
tions Commons, Mitchell and Hamilton as leaders in the field and makes 
incidental reference to a few others, but he makes no effort to distinguish 
specific economists or specific parts of their work as being institutional or 
standard. 

The institutionalists are shown to have neglected theory and their 
theoretical progress since Veblen amounts to little. Institutionalists have 
been devoted to specialized monographic work and participation in public 
policy formation. This work has been very valuable to the community in 
the depression, the war, and reconstruction but “‘one is almost tempted t 
say that most of the contributions to economics made by institutionalists 
add up to high-grade clerical work.’’ Meanwhile, Keynes by restating 
has attracted the young, eager students who might have been attracted to 
Veblen. The author concludes that institutional economics is run-down 4 
the heels. 
and ‘‘to develop a useful economic theory, free from egocentrism, of thé 
relative view, and tending instead towards general validity.” The autho 
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; that psychology holds the key to the mystery of economics and 
nstitutionalists by studying the latest findings of psychology could 
foundation for a valid general theory adequate to deal with the 
problems of these troubled times. 

\ fundamental question that the author does not discuss is whether the 

rd theorists would not be better able to erect the theory of general 
once having recognized the true psychological nature of human 

vior. Admittedly the standard theorists have done a better job in re- 
e skills of theorizing by constant practice in the last quarter 
tury. All they lack is the proper psychological foundation for the theory. 

‘an they not recognize and use the two principles of the institu- 

sts, the dominance of coercion and the doctrine of organic unity, 

,uthor believes are amply confirmed by the psychologists? 
lhe answer is probably that psychology will never advance to the point 
e principles can be scientifically demonstrated as truth. The most 
be expected is that they be treated as dogma. Thus there could be 
ls, those who believe the dogma (the institutionalists) and those 
it (the standard theorists). It would still be necessary for the 
utionalists to erect a structure on their foundation to be recognized as 

an equal footing with standard types of theory. 

Many institutionalists, perhaps the majority, will quarrel with the author 
* them directly and exclusively to Veblen. The greater part of the 
the institutionalists on monographs and on public policy can be 

tied to the theories of Commons than to the theories of Veblen. As a 
| measure they are more interested in the immediate attenuation of 

t of Commons than the Utopian goals of Veblen. 
ystem of Commons deserves treatment in any reappraisal of in- 

nal economics. Is the system that emphasizes the legal and govern- 
foundations of economics as seedy today as the Veblen system? 

t recent experience indicate that further progress is possible in the 

lay application of Commons’ teachings to economic problems? Can 

hor’s charge that “since there has been no adequate philosophy 
ng economists, there has been no adequate psychology” be leveled 

the Commons group, since they make rather large use of John 
y in the capacities of philosopher and psychologist? 

My experience as a graduate student at Wisconsin in the years 1937-39 

ves the impression that the Wisconsin group would fare no better than 

Veblenians on the question of how well they have maintained an 

terest in the theoretical and broader aspects of institutional economics. 

fellow students were far more interested in Keynes than Commons, 
ly because the faculty placed more emphasis on a knowledge of the 
rd theories in the “prelims” and partly because the students felt 

‘work had more direct application than Commons’ to the problems 

nomic stagnation. But perhaps more important, with the retirement of 

‘commons from the faculty there was no one left who was interested in 

loping the broader view of the field. Many disciples remained but 
| withdrawn into his speciality. 

iuthor calls for institutionalists to undertake two short-run tasks: 
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first, to rewrite Veblen and secondly, to write a comprehensive treatise o, 
money. Neither will do much to forward the higher goal of a general theor, 
Economists capable of working on the general theory are capable of under. 
standing Veblen in the original. Money has been so broadly treated }, 
standard and institutional economists in the past twenty years that » 
institutional view at this time would add little in the way of a fresh ap. 
proach. 


been a thick book with fuller consideration of this large and importay; 
group of economists, but the author has hit at the primary problem of thy 
institutionalists. It is one thing to call for action and another to produce , 
new Veblen or Commons. More encouraging is to view the book as a symp. 
tom of reaction by the institutionalists to the dominance over econom 
thought enjoyed by the Keynesian “standard”’ theorists. This book may |, 
a sign of further work in this field. ' 

WILLIAM F. Kennepy 

University of California, Santa Barbara College 


National Economies 


Gosudarstvenny Byudzhet SSSR. (The State Budget of the U.S.S.R.) | 
N. N. Rovinsk1. (Moscow: Gosfinizdat. 1944. Pp. 385. 21 rubles.) 

Second only to the overall economic plan, the budget of the U.S.S.R 
serves as a basic instrument for regulation of the Soviet economy and the 
attainment of efficient utilization of available resources. The Soviet budget, 
in fact, is really the summation of the national financial plan which parallels 
the basic economic plan (expressed mainly in physical and constant ruble 
terms) and helps enforce “‘control by the ruble” as a means of insuring 
economic operation and use of resources. 

The volume reviewed here was prepared as a text for courses in Budget 
Planning and Finance in the Soviet Institute of Finance and Economics 
Designed to help train financial and economic planners, the book considers 
the Soviet budget from a very general point of view, paying a good deal of 
attention to the reciprocal relationships between the budget and economi 
activity in different parts of the economy, as well as to the purely admin- 
istrative aspects of budgetary planning, composition and execution. 

All parts of this volume will serve as useful and informative reading {or 
foreign students of the Soviet economy since Dr. Rovinski presents mu 
material that is hard to get outside the U.S.S.R. because it is scattered 
among a number of relatively inaccessible specialized volumes. It should be 
noted that this volume is one of the most readily available of recent Soviet! 
economic publications in this country, copies being available not only! 
New York and Washington, but also at Harvard, Syracuse and a number 0! 
other university libraries. Parts I, II, and V are probably the most impor 
tant sections and are discussed briefly below. 

In Part I, Dr. Rovinski outlines the general structure of the Soviet budget 
conceived of as the totality of the budgets of all governmental units. He 
presents a good deal of interesting information on the relationships betwee 


This is a thin book of the “call-for-action” type. It might better ha 
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Jl-union, republic (R.S.F.S.R., Ukraine, etc.), and local budgets, both 

- regards expenditures (whose pattern is determined by the different 

ns of each governmental unit) and as regards the division of tax 

e largest part of which for all budgets comes from the national 

sales) and profits taxes. In the division of tax income between 

t levels of government, an effort is made to have the share of re- 

| local budgets depend to a substantial extent upon the success of 

rprises located within their borders. By this means, the Soviet planners 

eek to ensure the cooperation of authorities below the all-union level in the 
effort to maximize output. 

Part II treats the relationship between the planning of government ex- 
iitures and operation of enterprises subject to economic accountability 
-raschot). The core of this relationship is the fact that these organiza- 

justrial plants, retail stores, etc.) are both major sources of revenue 

ectors of the turnover tax and earners of profits from which the 

tax is taken, and recipients of government funds in the form of sub- 

es, if necessary, as well as in the form of investments for increasing work- 

¢ and fixed capital. To clarify this reciprocal relationship, Dr. Rovinski 
ves a detailed discussion of the financial planning and management of 

t enterprises. Particularly interesting is his discussion of how 

ind future profits are estimated as guides to economic planning. 
s section provides a good deal of insight into Soviet accounting and 
practice, and helps make very concrete the notion of khozrachot, 
ictually operates in the Soviet economy. 
In Part V, Dr. Rovinski gives a detailed picture of the actual execution 
Soviet budgets, indicating not only the institutions involved in the 
sm of revenue collection and expenditure, but also the Soviet 
cedure for continuous check upon the fulfillment of the budgetary plans. 
e system of credits through which budget allocations are made available 
rent branches of the Soviet economy is discussed in full detail, both 
e point of view of the banking system which extends credits and 
the point of view of the major economic organs (ministries) which have 
nary powers over the allocation of funds assigned them. The role of 

e Ministry of Finance in supervising the execution of the budget is made 

rin a fashion which indicates that this ministry ranks with the Gosplan 
r instrument for state control of the Soviet economy. 

In view of the illuminating picture of the Soviet financial system pre- 

| in this volume, it is to be regretted that its contents are available 

' hose who can read the Russian language. It is to be hoped that the 

me is not far distant when means will become available to permit the 

publication in English of this and other basic Soviet studies. 
HARRY SCHWARTZ 


~ 


racuse University 


between Two World Wars. Vol. I, Proceedings of the Graduate Seminar 
n Economic Problems of Modern Asia. By J. F. NorMAno. (New York: 
Iranian Inst. and School of Asiatic Stud. 1944. Pp. xi, 89. $2.00.) 


The late Dr. Normano described this brief study as “an interpretation” 
wnich he would endeavor to place “facts and ideas into a somewhat fresh 
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pattern.” Most attention is given to developments in China, Japan, Asjat, 
Russia and India, although there are references to other areas in the New 
and Far East. The author discusses the economic “process” and its “forme 
before considering what he terms the ‘‘moving frontier” and industrializ.. 
tion in Asia. He then describes the conflict of economic ideologies takin, 
place in Asian countries, and influences that work toward “a synthesis’ 
rather than the adoption of a particular form such as private capitalism 
Throughout the volume factual and descriptive materials are used op! 
illustratively. 

Asia Between Two World Wars, in the reviewer’s judgment, is interesting 
chiefly for its discussion of ideological conflicts in the rapidly changing ecop. 
to laissez-faire capitalism, stemming from traditional economic forms anj 
from such cultural mores as family, caste, and clan. Similarly, while the 
Soviet experiment is influential, it encounters serious cultural opposition 

In Normano’s view, China and India, for example, will attempt neither 
a capitalistic nor a Soviet type of economy. “‘Asia not only resents rugged 
individualism, but objects at the same time to the full suppression of th 
individual by the state.”’ The alleged “individualism” of the Chinese dog 
not exalt the significance of the person as such, but rather, stresses the 
family, local government by family heads, and the guild form of associated 
activity. India, similarly, has communal tendencies antithetical both t 
western capitalism and to an all-powerful state. ‘‘Asia’s vision is the ‘i. 
dividual in the collective’.” 

Japan is discussed in a separate section in which Dr. Normano conclude: 
that it is incorrect to regard the economy of modern Japan as capitalisti 
He views the Japanese economy as a “‘combination of social feudalism and 
technological industrialization.” He refers approvingly to Admiral Mahan’: 
statement in 1900 that Japan, in exception to the Asiatic mainland, had 
become Teutonized. Normano does not, however, discuss whether the de- 
velopment of China or other eastern countries will result in a synthes 
resembling that of Japan. 

The discussion of the frontier movement and industrialization in eastern 
countries contains interesting references to particular developments, and is 
sprinkled with quotations. However, the materials are poorly organized 
and the reader is provided little analysis. 


Joun D. SuMNER 
University of Buffalo 


Economic Systems; Postwar Planning 


Scientific Man vs. Power Politics. By Hans J. MorcGentuav. (Chicag 
Univ. of Chicago Press. 1946. Pp. vii, 245. $3.00.) 

The purpose of this oddly titled and ambitious volume is to demonstrat 
that “‘the belief in the power of science to solve all problems and, mort 
particularly, all political problems which confront man in the modern age 
typifies “‘a general decay in the political thinking of the Western World: 
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r undertakes to show “‘why this belief in the redeeming powers of 
is misplaced, to point to the elements of philosophic and political 
t from which this belief has arisen and in which it manifests itself, 
ly, to indicate those intellectual and moral faculties of man to 

ne the problems of the social world will’yield.”’ 
argument of Professor Morgenthau can be briefly summarized. From 
venteenth century to the present, rationalism has represented an in- 
ely powerful current in Western thought. Dazzled by the success of 
tural scientists in solving problems of the physical world, we have 
victim to the delusion that “science is able, at least potentially, to 
il] the problems of man.”* ‘Whatever else may separate the White 
m the Kremlin, liberals from conservatives, all,” says the author, 
belief that if not now, at least ultimately, politics can be replaced 

however differently defined.” 

ogmatic scientism of our age”’ has produced “intellectual confusion, 
iness, and political decay.” It bas “misunderstood the nature of 
e nature of the social world, and the nature of reason itself.”’ In as- 
at the world is governed by laws which are accessible to human 
ignores the infinitely intricate and complex character of social 
; it seeks to minister to the ills of the body politic with over- 
| panaceas which are doomed to defeat and frustration. “Politics,” 
or tells us, “is an art and not a science.””’ An understanding of 
problems must start with the assumption that politics is rooted in 
for power which is common to all men. To eliminate it is beyond the 
f any political philosophy or system. ‘‘What is required for its 
is not the rationality of the engineer but the wisdom and moral 
of the statesman.’’ We must beware of the social reformer, the 
the expert, the braintruster, and all the apostles of pseudo- 
nostrums. The basic political problem in every society revolves 
the distribution of power, and that problem “can be solved only by 
| decision and not by scientific devices.” ‘‘There is no escape from 
of power.” Let us then entrust our tragic destinies to state.men 
ive the wisdom and insight to recognize the lesser evil, who can 
i.ccurately the distribution and relative strength of opposing forces” 
o can “however tentatively, anticipate the emerging pattern of new 
tions.” ‘‘The achievement of the wisdom by which insecurity is un- 
| and sometimes mastered is the fulfillment of human possibilities.” 
te eloquent passages and robust controversial writing of a high 
is volume leaves the impression, in Mr. Justice Holmes’ phrase, of 
ng the void to make cheese.”’ Naive rationalists, if there are any 
id find the book a healthy irritant. But this reviewer cannot escape 
ng that the author is beating a dead horse, and that the very war of 
upon which he has embarked has led him in the direction of exaggera- 
| overstatement. “The limitless character of the lust for power,”’ 
h he constructs his psychology and politics suggests the very 
rational simplism against which he is constantly inveighing. Politics 
truggle for power, but it is also more than that. The reconciliation and 
istment of the conflicting interests and ambitions of individuals and 
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groups in both the national and international community are the very ¢. 
sence of the political process. It is in this area that the really difficult prob. 
lems of coping with the irrationalities and bewildering complexities of th. 
social world present themselves in their most challenging form. To pre. 
scribe, as Professor Morgenthau does, the wisdom and the intuition of the 
statesman in meeting these challenges and to drop the matter there, hardly 
carries us very far. In fairness to Professor Morgenthau, it should be re. 
corded that his self-proclaimed object was to “picture the disease,” and no; 
book is that of a tangential crusade in which straw men are vigorous) 
demolished, the explanation may be that Professor Morgenthau attributes 
rather more innocence to his professional antagonists than can properly be 
credited to them. 
MERLE FaArnsop 
Harvard University 


National Income and Product; Income Distribution; 
Consumption Statistics 


Studies in Income and Wealth. Vol. 8. By Conf. on Research in Income an¢ 
Wealth. (New York: Nat. Bur. of Econ. Research. 1946. Pp. xiv, 297 
$3.00.) 


The proceedings of the Conference on Research in Income and Wealt) 
provide an interesting reflection of the changes in the center of interest 
among those working in the field. In the first two volumes, embodying the 
results of the meetings of 1936, 1937 and 1938, methodological articles pre- 
dominated. In Volumes III to VII, the main emphasis was on empirical 
material and problems relating to the national income of the United States. 
Volume VIII, containing the papers presented to the Conference meeting of 
April, 1944—unfortunately without a summary of the discussions—is a 
mixture with, however, more emphasis on international aspects than any 
preceding volume. Of its eleven articles, three continue the discussions on 
methods (Taxes, Government Expenditures, and National Income }y 
Haberler and Hagen; The Construction of National Income Tables and 
International Comparisons of National Incomes by Liu and Fong; Measure- 
ing National Consumption by Fabricant); three deal with various aspects 
of the estimation of the national income of the United States (Family In- 
come and the Income Tax Base by Hart and Lieblein; Estimated Income 
Distribution in Three Surveys of Consumer Requirements by Noyes ané 
Hilgard; Method of Estimating the Distribution of Civilian Money Income 
in 1942 by Potter and Rosenblatt) ; three describe national income estimates 
for individual foreign countries (Germany by Doblin; Soviet Russia }} 
Studenski; Northern Rhodesia, as an example of a primitive colonial area, 
by Deane); and two apply national income data to explore problems 1 
international economics, the one in qualitative terms (National Income 4 
a Determinant of International Policy by Smithies) and the other on 4 
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fae ntitative basis (International Industrialization and Per Capita Income 
prot by Bean). 
of ti [he paper by Haberler and Hagen covers ground that during the last 
am ecade has probably been the favorite subject of debate among national 
of the income specialists—the treatment of government revenue and expenditure. 
oe The lysis, however, is more complete and more systematic than the 
a. previous di iscussions and contains a good deal of new argument, though 
ie, venerally following prevailing opinion, particularly the approach taken by 
oe Hicks (Economica, May, 1940). Among the innovations is the consistent ap- 
roush a ation of a test of invariance “which requires that the measure of real 
bute i.e., deflated) national income should be invariant to all purely institu- 
ale | ional, monetary and price changes.” The far-reaching implications of this 

test for many national income problems are not explored in this article— 
SOD ind this is not necessary for its purpose—but the authors use the test effec- 
tively in settling several controversial questions in the treatment of the 
sovernment’s contribution to the national income. Starting with the defini- 
ion of the government’s contribution to national income as the money 
value of the government’s final output, there are two main questions to be 
settled. First, the determination of what is final output, which necessitates a 
ision as to what is to be excluded as transfer payments and as inter- 
ne al mediary Perry: and secondly, how final output is to be valued. On these 
v, 297 much debated controversies the authors take the following position: They 
\oose payments by the government to factors of production as the basis 
Vea ‘ valuation in preference to tax receipts. They decide that government 
vel terest outh 1ys should be included in national income only in so far as they 
ad constitute payment for current use of physical capital and hence exclude 
tay interest on the federal debt as a transfer payment. They come out for the 
Ae tribution of government payments between intermediate and final prod- 
a ; on a case-by-case basis, the decision depending upon the nature of the 
dis government service rendered, though they advise dropping this distinction 
fe international comparisons because of the difficulties of allocation. War 
a a expenditure is to be regarded as a category of its own, akin to consumption 
—_ nen ice is to be inc luded i in national income. Some of the ground gone over 
we Haberler and Hagen is also covered, although in less detail, by Liu who 
generally comes up with the same conclusions. The difficulties of fitting the 
dna government contribution into a calculation of real national income through 
on leflation of the original values are recognized. However, only an admittedly 
aie Te. tisfactory compromise is proposed, namely, to deflate by “an index of 
is the ‘price’ of government output derived by adjusting an index of the prices 
“$e | privately-produced services believed comparable for differences between 
ire the mov ae of public and private wage and interest rates.” 
ane Smithies deals in interesting fashion with the use of national income fig- 
ssia by ures In connection with three problems: (1) the determination of the con- 
aaa on of member countries to international organizations; (2) the settle- 
cae ment t of lend-lease debts; and (3) the setting of reparations. 
ae I latter of contributions, Smithies concludes that the amounts to be 


levied do ania should be proportional to each country’s supernumerary 
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income, which is determined, at least for wealthier countries, as the income 
exceeding the level at which savings become zero. The additional problem 
created by the need of transferring the contributions into an internationa| 
currency, in practice generally the more difficult matter, is specifically ex. 
cluded from the discussion. Smithies’ suggestions even though open to many 
objections, are of particular interest in view of the recent difficulties ep. 
countered by the United Nations Organization in trying to assess one-half 
of total contributions on the United States. 

The solution proposed in the settlement of lend-lease debts is rather jn. 
conclusive, and possibly cannot avoid being so. Smithies takes as the cri- 
terion whether the countries involved maximized their war effort, whi 
means whether the ratio of war expenditures to national income reached 
50 to 60 per cent, the level which in practice has been found to be associated 
with the maximum sustained effort of any belligerent in World War I] 
This test probably means that if the debtor country did reach such a leve! 
of war expenditures, there should be no payment for lend-lease supplies 
consumed during the war, leaving open the question of how to settle for 
lend-lease goods in existence or delivered after the war. 

The discussion of the reparations question shows more clearly than the 
rest of the article that Smithies’ contribution was written nearly three years 
ago. It is still mainly concerned with the problems as they presented them- 
selves after World War I. There is no discussion of capital or labor repara- 
tions which present most of the difficulties we are now struggling with. The 
concrete part of the discussion is mostly concerned with Germany. The con- 
clusions here are that the amount demanded as reparations will have to be 
a compromise between the maximum that can be squeezed out of the coun- 
try and the amount which will maximize the chance of democratic govern- 
ment in Germany; that reparations should be low during the period of re- 
construction and thereafter should be set at a constant or decreasing 
figure; and that they should be stipulated in commodities. 

For many readers, Bean’s paper on the relation between industrialization 
and national income will be the most interesting part of the volume, par- 
ticularly for those who enjoy broad vistas. The observation that in any 
country income per head is higher in industry, and most other occupations, 
than in agriculture is, of course, not new; nor is the one that predominantly 
industrial countries have a higher income per head than countries that are 
predominantly agricultural. Bean’s contribution is to go beyond these gen- 
eralities, but he would be the first to admit that all his paper could do was to 
indicate a vast field for research and to take the first steps toward a thorough 
exploration of the ground. 

Bean uses two main sets of data, first, Colin Clark’s figures for thirty-five 
countries on the proportion of the labor force engaged in agriculture and per 
capita national income in 1925-34; and second, the proportion of the labor 
force in primary, secondary and tertiary occupations and the per head na 
tional income in 1939 in the forty-eight states of the United States. Th 
correlations are shown only graphically and no numerical values of the 
equations are given. In all cases it is found that national income goes up 
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)-.pidly as the proportion of the population engaged in agriculture falls, 
slthough the relation varies for certain groups of countries or states. Speak- 
» very broadly, Bean summarizes the relationship existing among the 
-ty-five countries—it is curvilinear and slightly convex downward—by 
ting that a 20 point advance in the stage of industrialization (i.e., a 20 
tage point decline in the proportion of agriculture in the labor force 

ed with a doubling of income per head. Within the United States 
decline in the proportion of primary employment is accompanied 
‘hy an increase of about $100 in income per head, the four regression lines 
» representing 25, 10, 8, and 5 states respectively, showing only moderate curv- 


t 
Lidt 


| Bean’s chief conclusion is that a reduction of the world’s agricultural 
population in the decade after the war to a maximum proportion of 40 per 
© cent (30 per cent in the Western Hemisphere) of the labor force—involving 
f probably as many as 200 million workers, chiefly in China, India 
Soviet Union—would increase the income of the world by nearly 


© $150 billion in 1925-34 prices (something like $250 billion in present prices) 
equivalent to a rise by about 60 per cent above the 1925-34 level. Even in 
the United States such a shift would mean an increase in the 1939 income by 
nearly one-fifth. It is evident that such a large-scale industrialization of a 
Ber 't part of the globe would require very large amounts of internal capital 
formation in the poorer countries and tremendous capital imports from 
"wealthier countries. How immense the magnitudes involved are is shown by 
Clark’s calculation—who after all uses material and methods similar to 
Bean’s—that the capital import requirements of Asia alone in the 15 years 
following the end of the war would amount to $159 billion in 1925-34 prices 

( 


The Economics of 1960, p. 113). Most of these immense sums wouid have 
© to be furnished by the United States. Are they likely to be forthcoming? 

Bean’s findings and suggestions are certainly thought provoking, but 

"they obviousiy raise more questions than they answer. First, are we to 

the relationship between the proportion of primary employment and 

per head shown in the scatter diagrams as reflecting a strict func- 

onnection? If so—and that would seem to be Bean’s inclination— 

rk remains to be done on deciding whether the underlying estimates 

rate and comparable enough to bear the heavy burden put on them; 

scertain whether the figures, in their rough or their refined shape, show 

iently close scatter to meet the usual statistical tests; to find an 

iate rationale for the grouping of countries (Bean generally groups on 

s of geographic contiguity but with some exceptions that are rather 

t to understand, such as Greece and Portugal in Chart I); to find 

y the relationship does not apply to a substantial proportion of the 

y-five countries (in Chart I, seven of them are not associated with any 

the 5 regression lines around which the remaining twenty-eight are 

|, and at least one of these lines, that connecting United Kingdom 

| Belgium, is pretty far to the left of the others, a fact which Bean ex- 

ins by the large proportion of mining, another occupation with low in- 

per head, in these two countries); to explain why, according to the 
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present data, the national income per head in countries with the san, 
proportion of agriculture among the labor force may vary by more tha, 
two to one (as is, for instance, the case of Czechoslovakia and New Zealand 
which with an agricultural population of about 25 per cent have nation, 
it is not necessary to introduce additional variables, not associated with the 
distribution of the labor force by industry, to obtain a satisfactory fit, 
There are other questions which immediately come to the mind. For jp. 
stance, to what degree does the relationship in income per head betwee 
primary, secondary and tertiary occupations vary from country to country 
and to what factors are these differences due? How long does it take for, 
country to shift a given distance along the curve; does this period differ by. 
tween countries and does it depend on the degree of industrialization 
ready reached? How far does the relation between shifts over time in th 
distribution of the labor force between industries and real income per hea 
within individual countries corroborate the relationship now based ¢. 
clusively upon a comparison between countries during the same calendy 
period, a question which Bean discusses very briefly in the case of the 
United States and the U.S.S.R.? Further, do the proportions of primar 
secondary and tertiary occupations really measure industrialization; in pw. 
ticular, can it be said that the proportion of employment in agricultur 
measures the stage of industrialization and the proportion of employmen' 
in trade and services its pattern? And finally, the basic question: Why i 
national income per head in secondary, and still more in tertiary occupi. 
tions, so much higher than in primary industries now as well as almost } 
years ago if we may believe Sir William Petty? 
RAYMOND W. GOLDsiTz 
Washington, D. C. 


China’s National Income, 1931-1936: An Exploratory Study. By Ta-cuvy 
Liv. (Washington: Brookings Institution. 1946. Pp. xii, 91. $1.00.) 


On the ground that a rough indication of China’s national product i 
better than none, Dr. Ta-chung Liu has manipulated the crude data avai- 
able to derive an estimate of the gross national product of China durin 
the years 1931-36 in current and 1931 prices. The reference to national i: 
come in the title of the pamphlet is generic only; no estimates of ne! 
national income are presented, for lack of bases for overall estimates of (e 
preciation and business taxes. 

Gross national product estimates for twenty-two provinces are mate }) 
summing estimates of gross value added for seven main industry group 
agriculture; railroads, communications, and electric power utilities; mocer 
manufacturing industries; mining and metallurgical industries; mode! 
nancial institutions; governmental and educational institutions; and others 
The deficit in international account for each year is then subtracted ’ 
that the result would represent the gross national product of the indivicuas 
and organizations in China” (p. 68). This, however, is conceptually & 
roneous, since the estimates of gross value added exclude values purchast! 
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broad, and include values exported, so that the unadjusted total 


et sents the desired concept. 
ealar e gross product for all of China is assumed to be 10.22 per cent greater 
ationa at for the twenty-two provinces, to include the product of Man- 


vhether § churia, Jehol, Sinkiang, Mongolia, and Tibet. This percentage is the ratio of 


nth t opulation of those areas to that of the twenty-two provinces. The 
fit. nates in current prices range from 21.3 billion yuan in 1934 to 35.3 in 
For 1931 prices, from 37.3 in 1934 to 41.3 in 1936. 
ecw methods used and the reliability and extent of the source material 
ountr |, vary too greatly to be readily summarized. The weakest estimate is 
c€ I “other” industries (trade, professions, home industries, domestic 
ffer be s, etc.), derived by making very rough estimates of the population 
tion ed to these sectors, its occupational distribution, and the per capita 
> in n each occupation. The total income of these groups, derived from 
er he ree calculations, is taken as representing their gross product. The 
sed ss product of these groups constitutes from 20 to 25 per cent of the total. 
aler e last chapter compares Chinese gross national product in 1931-36 
of t of the United States. A comparison based on exchange rates indi- 
rimar iggregate product in China one-eighth, and per capita product one 
; In | xth, of that in the United States. Substitution for exchange rates 
icultu price comparison based on relative farm product prices at the farm, 
oym tments for differences in distribution costs of farm products, in 
W! | family services, and in consumption-income ratios, yield estimates 
om regate product one-fourth, per capita product one-thirteenth, and per 
10st nsumption one-eleventh that in the United States in 1931-36. The 
pita consumption estimate, in United States 1931-36 dollars, is 37 
SMITE s per year. To support the statement that individuals can subsist on 
ome, the author cites estimates that relief and a small percentage of 
on elief families in the United States did so. 
-— ilternative price index used is open to serious criticism conceptually, 
vever great its error may be, major adjustment of the original esti- 
oduct is sis no doubt in order—for, as Professor Kuznets has observed, if per 
ta aval: ncome in China or other low-income areas were really as low as 
a during ited, relative to ours, most of the population would be dead within a 
jona 
3 ol estimates presented in this pamphlet embody a combination of care- 
es letailed analysis and bold assumption. The pamphlet gives us better 
s product estimates for China than we have had hitherto; it should en- 
mi rage the development of better Chinese data in the future. 
grou EverRETT E. HAGEN 
mo hington, D.C. 
d« ldings in the Theory of Income Distribution. Selected by a Committee of 
cted the American Economic Association. (Philadelphia: Blakiston. 1946. 
livi Pp. xvi, 710. $4.25.) 
ua his is the third volume in the Blakiston Series of Republished Articles 
urcied 


mics and, like the other two, it will prove of great value to all 
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economists. Thirty-two articles are included covering general Income ap; 
Distribution concepts, the Production Function and Marginal Prody. 
tivity, and Wage, Interest, Profit, and Rent Theory. In addition, the edito,, 
have written an introduction which deserves the careful attention of ever, 
user of the book. 

Though this is obviously an important book, it is not easy to appraise j 
accurately in more detail. For one thing, thirty-two works written over ; 
period of eighteen years, ranging from such abstract exercises as Professo; 
Hayek’s “Mythology of Capital” to such comparatively down-to-ear:} 
combinations of theory and observation as Dr. Kalecki’s “The Distrihy. 
tion of the National Income,” are bound to vary in interest, if not in qual. 
ity. For another, though the selection gives, as the editors intended, 
“tolerably rounded ‘presentation’ of the field’”’—a claim which, incidental; 
seems too modest—the picture is hardly likely to bolster the complacency 
of the economist. An economist, reading the volume and aware of { 
function of economics, can draw little satisfaction from the collection, \ 
coherent account of the way in which the national income is distribute 
emerges from a study of these pages. An outsider reading it is likely 
feel that, as a physicist friend of mine expressed it, “they seem more inten: 
on proving one another wrong than in finding out how it all works 
Indeed, the judgment of the editors that “the present state of the theor 
of income distribution is generally considered unsatisfactory, and it 
rightly so considered,” is amply and unhappily confirmed in this volun 

But though the distribution problem is not solved, there are high ligh: 
articles that suggest the way in which we should proceed if we are to get 
the answers we seek. The editors’ introduction, which would have deserved 
a place in the volume if it had been written for a different purpose, is or 
of them. Dr. Kalecki’s article, already mentioned, is another. Those on the 
National Income and National Product Statistics are useful. Dr. Gordon's 
contribution which suggests how the profit concept should be adjusted 
take account of the modern corporation is helpful. Professor Robertson’ 
“‘Wage-Grumbles” and “Mr. Keynes and the Rate of Interest,” 
readable and illuminating. And of course there are others; indeed, eact 
reader is likely to have his own few favorites, and most of the thirty-thre: 
will prove suggestive to at least some workers. But hints and suggestions 
are by no means a fully-worked out analysis and such an analysis is not! 
be found in this volume nor indeed can it be compounded out of the i» 
gredients contained in it. 

While it is impossible to generalize meaningfully about articles so varie 
in nature, it may be helpful to set down some of the reasons why most « 
of them contribute so little to our understanding. One of them (in the re 
viewer’s opinion) is that the method of approach is generally fault) 
Instead of using simple and measurable concepts and constantly te testing 
hypotheses against observation—a method which has worked well 
in, Say, phy sics or in the analysis of the business cycle or even of com 
modity price fluctuations—there is an unfortunate inclination to elabor ite 
refine, wrestle with, and argue over concepts which are immeasurable i! 
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ylace. Serious studies of the distribution of income would be based on 
ses of that distribution and that income; but there are practically no 
on income and no more on wages, interest, rent and profit. This would 
tter, of course, if only the articles had been written with the data in 
Unfortunately they give no such impression. 
\ second difficulty is that some of the writers seem to overlook what is 
¢ distributed. The editors properly introduce the selection with two 
ticles on the national income but, with rare exceptions, the others are 
tten without reference to the pie that is being cut up. Wages are studied 
re or less in a vacuum; not only is the analysis well sheltered from a 
viedge of any institutional factors; it is also free of any connection 
national income theory. In some degree this is also true of the other 
ts of the distribution problem. Or, to put this differently, the methods 
lysis suitable for microscopic studies are carried over and applied 
croscopic problems. An attempt is made to treat wage determination 
: an analytical tool devised for the economics of the firm. Modern econ- 
sts do not explain the general price level by reference to marginal costs 
| the degree of monopoly alone: they recognize that other determinants 
are required—specifically those dealing with aggregate demand. It is no 
more reasonable to discuss the general wage level without reference to the 
leterminants of the level of employment. The theory of distribution will 


Meanwhile it remains as the weakest section of economics: and inci- 
lly perhaps the oldest. 
But the book as noted has very great merit. The articles selected are 
ften the ones that an economist would like to have at hand. They are also 
nany cases suitable for assignment to students. A valuable bibliography 
led. The only regret is that the economist has relatively so little 
fer on the subject at this stage. 
Lori£ TARSHIS 
Stanford University 


Business Cycles and Fluctuations 


nomics of Disturbance. By Davip McCorp Wricat. (New York: 
Macmillan. 1947. Pp. ix, 115. $2.50.) 


Professor Wright’s purpose is to discover the basic cause of disturbance 

in an economy that is assumed to be responsive to the desires of consumers 
iis expected to achieve other values than mere stability. 

If we begin with the problem of why ex ante prices tend at times to get 

high in relation to disposable income, attention is at once directed to 

lleged obstructions to orderly development as the following: hoarding; 

ng, In any amount or at an improper rate; repayment of bank loans 

ng to credit contraction); sellers’ policies of including in demanded 

tices, before the income to cover them has been distributed, such costs 


rohit 
I 


its, interest, and depreciation charges. 


on \ 
d g mificance when it is integrated with the theory of the national in- 
lei 
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After analysis, however, it is concluded that these difficulties either coy); 
be surmounted by the adoption of liberal monetary policies, or would no; 
exist in a continuing stationary economy. The thesis thus emerges that it js 
growth itself which generates the fundamental (uncorrectable) disturbances 
The course of progress cannot always be smooth. 

On the monetary side resources for growth in the tool-making (capita) 
goods) industries are provided by savings. What is there to insure that (¢ 
ante) savings will get adjusted to an ideal volume of investment? The fo). 
lowing sets of possibilities are among those examined. 

1. The economy, at all times, has the ability to absorb any amount of 
capital. It would have such power if new wants and new techniques ar 
substituted for the old in sufficient volume. 

2. The social mechanism contains a regulator that automatically adjusts 
savings accurately to investment requirements. 

3. The planning agencies, whoever they may be, scattered or centralized, 
are able to predict changes in wants with precision by such methods asin. 
ferring from aggregate income and its component items. 

The reader will note that these conditions pertain rather more to equi- 
librating than to optimum results. It is one thing to prevent (ex ante 
savings from going to waste. It is quite another matter, however, to get the 
degree of capital investment that would be adjudged ideal by the applica- 
tion of some other standard of reference. But in the author’s opinion we are 
not even justified in holding optimistic opinion, about results in an unbut- 
tressed economy even from the point of view solely of the narrower cr- 
terion. There will be constant fluctuations in the capital requirements of 
the economy, and it is too much to expect that intended savings will adjust 
themselves in rough accordance. The growth of income always brings with 
it new demands to be satisfied, but, in the short run, the response of con- 
sumers to rising income tends to be delayed. As for the automatic regulator 
that the classical economists thought they had discovered in the interest 
rate, modern theory has torn to pieces the doctrine that the rate imposes 
the proper control over the disposition to save. 

May it not be, however, that an enterprise economy can be made toler- 
able by the deliberate use of hitherto neglected devices of regulation? One 
suggestion of this ilk is that the rate of spending, 1.e., the velocity of circu- 
lation of the currency, be controlled by such devices as taxing idle bank 
deposits and stamping common currency. In the author’s opinion the use 
of such controls to ameliorate the general situation might create serious 
maladjustments in particular sectors of the economy. Forced spending 
would tend to create artificial prices, perhaps, in the stock market. Policies 
of “‘coaxing,” as distinguished from “forcing” idle funds into use on occ 
sions of slack, on the other hand, by subduing price and wage rigidities, 
cannot always be expected to be sufficiently powerful. From all this the 
further conclusion emerges that about all we can hope for under capitalism 
is to assure reasonably tolerable conditions with the aid of state-directed 
compensatory spending. 
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Rut doesn’t this conclusion amount to a confession that private capital- 
is moribund? If it isn’t, why should it require so powerful a crutch? In 
the author argues that there would be conflicting demands, even 
.der socialism. The exercise of authority to ration the flow of consumers’ 
is or to restrict employment in the tool-making industries, in the 
aterests of stability, would amount to a denial of legitimate consumers’ 
irations in particular situations. Like capitalism, if it is to meet the same 
tests, socialism also would have to rely heavily upon compensatory spend- 
ng. “Given slack in the productive system” (p. 76), ... “intensely felt 
lesire for certain durable goods, and a wish to give the consumer what he 
wants when he wants it, and Lord Beveridge himself with the aid of all 
H.M. Army, Navy and Marines could not stabilize the construction indus- 
ry.” The basic difficulty besetting capitalism is not its ‘‘many headed con- 
industry” but rather the growth-produced strain on its powers of 


tation. 

Professor Wright’s findings represent a charmingly brief synthesis of well- 
n model-derived analyses of the determinants of output buttressed by 
e “model” explorations of his own. The reader’s appraisal of the validity 
f his theme will necessarily depend upon his estimate of the care that is 
loyed to avoid the well-known pitfalls of this method. No one would 
y, of course, the indispensability in the social sciences of the device of 
secutive building up from simple and assumed premises. Mental abstrac- 
n is our substitute for physical isolation of complicating data. But it is 
| cessary, also, never to forget the limitations of the abstract syn- 
method. It is always possible that similar results may develop in 
lissimilar ways, so that conclusions, though logical, are not relevant. Of 
more importance, however, is the fact that the grant of complete discretion 
the thinker in respect to the setting-up of (perhaps quite wild) assump- 
s clutters up the literature with such a mass of highly conditioned find- 

ngs as to impose an unintended bias on the layman. 
ce Foster and Catching, particularly, such syntheses have generally 
een set up in such a way as to carry the presumption that the probabilities 
re all against the occurrence of the reasonably satisfactory. There simply 
ir to be far more cases in which evil, rather than good, results will oc- 
Definitions of the good, however, by implication usually assume the 
sity of impossible results. In the reviewer’s opinion the author’s 
principal service in this volume is to demonstrate this point with unique 


‘hroughout the work Professor Wright stamps himself as critical and 
elf-exacting. While his methodology is generally Keynesian he is quite ex- 
plicit, as noted, in insisting that Keynes’ psychological law of consumption 
ias general validity only in the short run. He admits the difficulties of ad- 
usting ex ante savings properly to a volume of investment that should 

| must be expected to fluctuate. But he is critical, nevertheless, of the 
nets of the mature economy school. Thus “there seem ample poverty and 
pulation in the world—notably Asia—to absorb all our investment. . . . 
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The spark submitted to be lacking is foreign trade and foreign investment” 
(pp. 88-89). A little more clearly each day it is beginning to appear that 


economists are getting around to giving between-the-war errors of policy 


their proper measure of responsibility for current misfortunes. 
HAROLD L. ReEeEp 
Cornell University 


Monetary Policies and Full Employment. By WILLIAM FELLNER. (Berkeley: 
Univ. of California Press. 1946. Pp. xx, 268. $3.50.) 


As its title indicates, this book deals with (1) the conditions necessary 
for stable full employment—or at least high-level employment, and (2) the 
efficacy of monetary policies in achieving and maintaining continuous high- 
levelemployment. Most of the book, and in my opinion the most interesting 
part of it, deals with the first topic; the treatment of monetary policies is 
shorter and contains fewer new ideas. This review will emphasize the more 
original and controversial aspects of the book. 

Though Professor Fellner employs a consumption-savings-investment 
framework for his analysis of employment levels, he rejects some of the 
reasoning and conclusions that are ordinarily associated with this approach. 
He is especially skeptical of the “secular stagnation” and “‘under consump- 
tionism”’ theses, and he is critical of the theories that make the rate of in- 
vestment depend on either the current rate of consumption or the rate of 
change of consumption. He points out that investment “. . . is determined 
partly by the amount of investment that is undertaken in order to suppl) 
increased output for consumption and partly by the amount of investment 
that is undertaken to supply increased output for further investment” 
(pp. 29-30). “If all investment was intended to be for consumption rather 
than for further investment, the economy would be contracting without 
interruption, provided that the marginal propensity to consume is smaller 
than one”’ (p. 29). Thus, the willingness “to invest for further investment” 
occupies a very important position in Fellner’s employment and cycle 
theory. It is unfortunate, therefore, that he does not define the concept 
more clearly and that he fails to describe in more detail the determinants of 
“investment for further investment.” 

Fellner also questions (in Chapter ITI) the “‘stagnationist” and “mature 
economy”’ theories that are usually associated with Professor Hansen’s 
name. He doubts that population growth has exerted any substantial stimu- 
lating influence and cites statistics suggesting (1) that over several decades 
the marginal propensity to consume has shown no secular decline, (2) that 
over this period the per capita marginal propensity to consume has not been 
less than that of the population as a whole, and (3) that the size of the family 
has but little effect on the average propensity to consume within a give! 
income class. He also questions the stimulating effects of technologica 
changes and new resources (pp. 73 ff.). His judgment is that “. . . the ma- 
terial considered in this chapter fails to lend plausibility to the population 
growth argument and to the technological argument of the stagnationist 
school of thought. Other materials may not; and untried multiple correla- 
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n hypotheses may yield different results to some ingenious investigator” 
83). 
The analysis of general wage policy and its relation to employment points 
out that Keynesians fail to consider the effects of wage and profit levels on 
e willingness ‘‘to invest for further investment,’’ and it concludes that 
under certain circumstances general wage reductions may be expansionary 
in their effects on employment. 
In addition to the controversial materials already mentioned the book 
ontains interesting discussions of the effects of monopoly on employment, 
the effects on employment of a changing composition of output, the reasons 
for rigidities of interest rates, the interest-elasticity of the demand for 
quidity, shifts of liquidity preference, the effects of monetary policy on 
liquidity preference and interest rates, and the wage and price control prob- 
lems that would probably result from a policy of guaranteeing full employ- 
ment rather than merely high-level employment. Recent history underlines 
Fellner’s warning that the maintenance of full employment without inflation 
in an economy with many powerful special-interest groups is a difficult task 
nd may not be possible without the use of direct governmental controls 
that are distasteful to both workers and employers. 
Though some of them will often disagree with its conclusions, professional 
onomists should find this a stimulating book. Both its contents and its 
style are probably too difficult, however, to commend it to the general 
reader or to undergraduates. 
LresTER V. CHANDLER 
Amherst College 


Public Investment and Full Employment. Studies and Reports, New Series 
No. 3. (Montreal: International Labour Office. 1946. Pp. ix, 348. 
7s. 6d.) 


[he International Labour Organisation has taken an active interest in a 
unter-cyclical public investment policy ever since its first session in 1919. 
Resolutions concerning national planning and international cooperation 
with respect to public works were adopted in 1937 and 1944-45. The 
present volume was prepared by Benjamin Higgins for the International u 
Development Works Committee of the ILO. 
(he book is based on the assumption that in a number of countries— 
led the “excess-savings countries’”—there will be a problem of unem- 
oyment “‘‘arising out of a deficiency of effective demand” (p. 9). The au- 
or believes that besides public investments there should be investments 
timed in accord with an anti-cyclical policy. Public investment policy, in the 
opinion of the author, should aim not only at stabilizing the construction 
ndustry, but beyond that should make its contribution towards stabilizing 
conomy as a whole. 
he whole book discusses the possibilities and difficulties of such a policy. 
It is undoubtedly the most comprehensive examination available in this 
field. It presents analytical arguments, examines administrative and tech- 
nical procedures, surveys the experience of various countries with respect 
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to the effect of public works employment policies during the Great Depres. 
sion, reviews the plans and administrative provisions made by varioys 
countries in preparing for use of public investment policies in the postwar 
world. It concludes with a number of recommendations which have beep 
approved by the ILO committee for which the book was prepared. 

These recommendations include: The timing of public investments fo; 
counter-cyclical purposes with consideration for the varying needs of dif. 
ferent regions in a country. Not only the volume and financing of public 
investments, but also of public services should be varied in accordance 
with economic needs. Capital outlays and operating expenditures should 
be separated in government budgets. A government should plan and pre. 
pare public investment programs for five to ten years, plus additional usefy| 
programs to be used as a reserve. Agencies for coordination of public invest- 
ment programs should be established. The programs should include financia! 
aid for regional and local governments. 

The author of this book and the committee are aware of the difficulties 
of an anti-cyclical public investment policy, but they believe that these 
difficulties can be overcome by appropriate institutional arrangements 
They believe that the proper timing and financing of public investments 
have to play a major role in an effective full employment policy. 

In appraising these claims of the author, it must be noted that he uses 
at least in part, a rather broad concept of public investments. At times 
he seems to include “human improvements or public services” (p. 35), or 
extraordinary or non-recurring government expenditures (p. 50), or even 
“public investments in stocks (inventories)” (p. 251) as anti-cyclical 
policies. Included in public investments are, of course, investments in gov- 
ernment-owned enterprises. Thus a considerable part of the much quoted 
Swedish public works program consists in capital expenditures of govern- 
ment-owned enterprises. ‘‘The availability of such large public enterprises, 
into which new funds can be poured, clearly facilitates the policy of timing 
public investment to offset depressions” (p. 208). Besides this incidental 
remark the author does not analyze in detail the interrelationship between 
the economic and organizational structure of the economy on the one hand, 
and the scope of public investments on the other hand. The relative im- 
portance of the area of public investments varies in different countries. In 
recent discussions in Great Britain it has been pointed out, for instance, 
that the nationalization of certain industries would extend the opportunities 
of the government to influence investments. 

The author is aware of the time required for getting plans for public in- 
vestments prepared and authorized. To a considerable extent he relies on 
variation in the method of financing public investments in addition to the 
more limited variation in volume. He recommends the use of a capital 
budget and regards the Swedish budget arrangements as the nearest ap- 
proximation to an ideal fiscal pattern. 

Very valuable is the author’s survey of the arrangements made in various 
countries for coordination of national and local public investment planning 
and for policy coordination on the national level. 
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With respect to the United States, the author quotes the concern of 
some officials” that the country is left ‘“‘with no adequate means of stimu- 

ting, guiding, and integrating public investment for the nation as a 
whole’ (p. 275). He also concludes from his survey that “in the United 
States... the volume of carefully planned work that can be provided in 
he next few years will fall short of needs” (p. 275). 

\s contrasted with opinions widely expressed only a few years ago, there 
exists at present considerable skepticism about the effectiveneness of public 

rks as an anti-cyclical device in this country. This skepticism does not 
seem to exist to the same extent in other countries which have advanced 

‘ther in preparing for a coordinated public investment policy. This book 
serves a good purpose by describing the work done or not done in this 

spect in various countries. 

GERHARD COLM 
Washington, D.C. 


Inflation and the American Economy. By SEyMour E. Harris. (New York: 
McGraw-Hill. 1945. Pp. xxiv, 559. $4.00.) 


\s Professor Harris points out on his first page, an adequate study of war- 
time inflation requires a study of the whole economy, and likewise a for- 
vard look at the prospects of inflation requires forecasts of many variables. 
[his is not, however, because inflation is a symptom of a general breakdown 

the economic body, as he suggests. On the contrary, during the entire 

r period and so far in the postwar era, the American economy has dis- 
played extraordinary vigor, whether measured by the volume of activity, 
the size of the product, the standard of living of the community, or the 

.pacity of the economy for rapid readjustment. A complete description of 
flation must cover much ground, simply because all kinds of activity are 
iffected and nearly all quantitative measures are distorted by it; not be- 
use it is symptomatic of any malady other than the inflation itself. 
Professor Harris’ book meets the requirements which he sets. It offers 
in extremely useful compendium of economic data that have been af- 
ted by, or have helped to account for, the inflation. He is justified in 
laiming that his 154 tables and 116 charts constitute perhaps the most ° 
mprehensive statistical history of our war economy. That it is equally 
idequate as a “blueprint for the future’”’ is not so clear. This is not due to 
uny failure on his part to attack the right problems. He is just as assiduous 
: listing and discussing the causal forces which seem to operate as he is in 
assembling data. But his eclecticism sometimes interferes with clarity; he is 
so tolerant of conflicting views that he seems at times to contradict himself, 
or if he does indicate his own view he fails to make clear wherein the op- 
posite case is the weaker. For example, his treatment of high wages as a 
deterrent to production does not seem fully consistent with his insistence 


When the author refers to “needs” he means both the need for particular public investment 
roduct effect of investment”) and the effect on employment and production as a whole 
cess effect of investment’’). Thisis a very useful distinction. 


| 
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on high wages as a source of market demand (see pp. 310, 317, 369, 528 
539). Usually he associates the need for rising wages with advancing 
productivity, but on page 369, advancing wages “are not a deterrent sg» 
long as demand is high enough” to pay them; that is, so long as prices 
move up with them. I think the analysis here is basically correct, but | 
cannot reconcile it with his general attitude toward price controls, which 
he would maintain far into the postwar period, and wage controls which 
I judge he regards as purely a wartime expedient. 

The principal difficulty I have with the book arises from a lack of pre- 
cision of statement. His definition of inflation (p. 7) illustrates this “fyzzj- 
ness.”’ It reads: ‘‘By inflation in the civilian economy we mean a rise of 
prices which results from an excess of demand for civilian goods over the 
supply of these goods made available to the civilian population at prices 
of the preceding period.” So far as I can see, this means, ‘‘By inflation we 
mean a rise of prices” since a rise of prices can hardly result from any. 
thing else than an excess of demand over supply at prevailing prices. Yet 
he claims that this definition is more “‘sophisticated”’ than earlier definitions 
which associate inflation with an excess of money. Those definitions at least 
gave the term “inflation” some content beyond “‘rising prices.” 

Other concepts which seem to me too vague to be useful are those of 
taxes on “surplus,” as distinguished from those which fall on consumption, 
investment and costs (pp. 459, 525); the distinction between expansion of 
currency hoards and a decline in the rate of turnover of currency (p. 190 
the idea that the rise of savings during the war was a cause of the declin 
in demand for consumption goods rather than a different way of describing 
the same thing (p. 2). There is apparently a contradiction in lines 4-9 of 
page 475. The first sentence states that a reduction of business taxes will 
be justified only if it is clear in advance (which it hardly can be) that it wil 
result in large increases of investment, risk-taking, and jobs; the second 
sentence indicates that such reductions should promptly be passed on 
wage increases and price reductions. 

In his discussion of the relative amounts of bonds sold to individuals and 
to banks, Professor Harris seems to think of the bank expansion as son 
thing independent of individual and corporate saving. But the savings in- 
clude the increased volume of bank deposits owned by individuals and 
corporations; the banks are mere middlemen between the savers and the 
Treasury. 

I have difficulty also with the idea expressed on page 544 that a reduction 
in gross national product is a cause of price deflation. If the decline is a 
reflection of falling prices it is an evidence of deflation rather than a caus 
if it reflects a decline in output it should be inflationary, to be consistent 
with Harris’s treatment of supply factors throughout the book. 

In looking forward Professor Harris emphasizes the danger of inflation, 
but he is much more apprehensive of deflation. He was one of those wh 
anticipated eight million unemployed by the spring of 1946. He recom- 
mended the launching of a public works program for the immediate postwar 
period, and he cautioned against too rapid sales of surplus goods. 
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He recommended that price control should be maintained till supply 

ight up with demand at substantially the price levels of 1945, but he of- 
‘ered no analysis of the increase in production that would be necessary to 
bring about this balance. He suggested some new controls of distribution, 
‘creased provision for the unemployed, and some additional powers for 
-he Federal Reserve System. The latter, however, appear to have been 
esigned to insure that there should be no deficiency of money, rather than 

rotect against an excess. 
CHARLES O. HARDY 
Washington, D. C. 


nding, Saving and Employment. By H. Gorpon Hayes. (New York: 
pf. 1945. Pp. 259. $3.00.) 


Professor Hayes has written a book with a noble purpose: to explain 
briefly and simply “the cause and cure of unemployment.” It is essentially 
tract for the times, consisting of a straightforward discussion with one 
hart and no tables. It should be a useful book. It is clear and simple—al- 
nost too much so, in view of the complicated nature of some of the proposi- 
ns and relationships he discusses. 

The emphasis in the book is upon the necessity for supporting and stimu- 
lating the consumption component of Effective Demand in order to achieve 
r maintain full employment. Professor Hayes is in the Keynesian camp in 
recognizing the deep and fundamental role of hoarding in our economy, and 
in emphasizing the effect of the level of, and changes in, savings and invest- 
ment to the level of, and changes in, employment and income. He contends 
“the savings-investment process as we practice it leads inevitably to 
ployment. It prevents the sale of consumer goods from being sufficient 
ize present producer goods and thus destroys the demand for further 
vestment” (p. 28). His emphasis is upon the proposition that consumption 
t great enough, particularly at the top of the boom, to support invest- 
t; rather than upon the related proposition that a decline of investment 

g the boom results in a decline of consumption. 
Professor Hayes argues that the marked impasse to which the savings-in- 
ment process brings us may be postponed or avoided during certain 
ls by sales on credit, exports in excess of imports (net exports), and 
nate inventions, but that these cannot enable us to avoid it (p. 29). In 
ch a situation we need: (1) first and foremost, an increase in the national 


propensity to consume; (2) promotion of investment; and (3) to the extent 


the first two alternatives do not promptly offset income by consump- 

1 and investment, an extension of government spending, including what 

properly be called government investment. If a program of govern- 

ental spending is required, it should not be limited to non-commercial 

am, since this is likely to waste a good part of the expenditures. It should 
inly be extended to utilities and railroads (pp. 196-206). 

Th > primary emphasis in this armory of weapons upon consumption 


rather oe investment distinguishes Professor Hayes and the various re- 
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ports of the Temporary National Economic Committee! from Keyne; nd 
and Professor Hansen. When major measures to attain (or keep) full em. 7 
ployment are required, Professor Hayes would start by facilitating cop. 
sumption. This would enable us to sell the goods and services that can }, 
produced by the plants we already have; and it might even act to expand 
(or prolong) investment. It should be noted, however, that no proof is of. 
fered, theoretical or empirical, of this proposition, nor is any indicatio; 
given of how much consumption would have to be expanded under various Kir 
conditions to accomplish this result. 
Professor Hayes’ discussion would be clarified if he distinguished more out 
clearly the significance and application of his analysis at the peak of the 
boom, during a depression, or at any time in between. This would result j; U 
a much more systematic discussion. At the present time, when we are at or this 
near the peak of a boom, his analysis would imply that we should tilt the Ir 
balance in favor of consumption as soon as employment and national incom 
begin to fall. But should this be done because investment will fall off and 
because consumption will act as compensation? The present situation may 
well call for a different diagnosis, even if we end with the same prescription, 
It is possible that the investment boom will not peter out for some time, 
with the exception of that in inventory, but that consumption, trapped by 
rising prices in relation to incomes, will weaken. . 
Economists writing books on this subject usually end up by mentioning ul 
somewhere, sometime, with greater or less emphasis, the same causes and 
the same remedies. This does not mean that differences among them ar 
negligible, since their differences of emphasis are fundamental. Some plac the 
primary emphasis upon measures to increase consumption, investment or 


both, and are in favor of measures to increase competition, reduce price dis- func 
tortions, reduce wage and price rigidities, and increase available business that 
information (to mention only a few) as supplementary measures to reinfor inal 
the primary measures. Other economists are in favor of the latter set of save 
measures, with the thought that consumption-investment measures are un- T 
necessary, or even harmful. No one can doubt in which camp Professor that 
Hayes lives. bilit 


Oscar ALTMAN 
W ashington, D. C. 


Economic Stagnation or Progress. By ERNST W. SWANSON and Emerson ! 
Scumipt. (New York: McGraw-Hill. 1946. Pp. x, 197. $2.50.) 


This book, according to its authors, who are research economists with " 
the Chamber of Commerce of the United States, is an attempt to show that sl 
many economists “have not accepted the maturity-oversaving-defi 
spending thesis.” This is done by quotations often two or three pages 1! 


length from writers such as Ellis, Hayek, King, Haberler, Knight, a! Mar 
Terborgh. Ninety-two names are listed in the author’s index. The tw for | 
author-editors confine their contributions to three of the twelve chapters mal 


‘See Final Report of the Executive Secretary to the Temporary National Economic Commitie 
and the Final Report of the Committee. 
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od to running comments on the quoted material. 

[he authors have performed a good service in bringing within one book 
much material that bears on the general question at issue and that, in 
t cases, illuminates it. But, to this reviewer, the readings and comments 
not alter the conclusions of the “‘Keynes-Hansen school.”’ One can, of 
urse, make nonsense out of Hansen’s “‘maturity” concept by interpreting 
t more rigidly than he ever intended, or by naively assuming, as Professor 
King does in the material quoted and as the two authors do, that the need 
f the poor is an economic demand. Likewise, Keynes’ argument ruling 
out any connection between the rate of interest and the volume of savings 
in be shown to be faulty without at all destroying the validity of his 
quidity preference concept. There is far too much of an effort all through 

this book to make refinements of an argument sound like rebuttal. 

Indeed, the two authors themselves lay a basis that logically limits their 
tasks to refinements of the thesis they attack. Individuals, they say (p. 3), 

may either spend, invest, or hoard” their income. And (p. 11) “to have it 

|| employment], there must be economic progress.”’ Certainly these two 
ropositions can only mean that if there is not sufficient economic progress 
investment—portions of incomes will be hoarded and the phenomena of 
nder consumption,” “‘oversaving,” and perhaps “‘stagnation”’ will appear. 
Ibis is essentially all that the Keynes-Hansen school has ever said. Hence, 
our authors are basically Keynesians. 

[hey think of themselves as belonging to the pre-Keynesian tradition, 

t the economists of that period did not relate the hoarding of money to 
the problem of employment. References to hoarding appear only sporadi- 
cally in the literature and then principally as asides in discussions of the 
functions of money or the equation of exchange. The dominant view was 
that saving was correlated with the rate of interest and, hence, that the 
inability to find attractive investment opportunities would cause would-be 
savers to spend. 

The difference between these two authors and the school they attack is 
that they have faith, as frequently stated in the closing pages, that if flexi- 
bility “is permitted”’ economic progress will be adequate for “full employ- 

nt,” while the Keynesians, with an eye on the history of depressions, 

w a chain of analysis that leads to the conclusion that recurring depres- 
ons, if not stagnation, are inherent in our economy, however flexible prices 
nd costs might be. Faith alone will not remove this mountain. 

Exception should perhaps be taken to the frequent likening of the ideas 
under review to those of Marx. At times this is very labored as when, with 
i slight apology (p. 170), the “declining propensity to consume” is likened 

“increasing poverty.”’ Such reference is meant to disparage the argument 

nder consideration. To liken the views of another to certain doctrines of 
Marx may be very complimentary, as every scholar knows, but a good rule 
for polite discourse relating to Marx is suggested by the Virginian’s de- 
mand: When you call me that, smile. 

H. Gorpon HAYES 

Ohio State University 
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Money and Banking; Short-Term Credit 


La Moneta el’Oro. By Luici Feperict. (Milan: Casa Editrice Ambrosiana. 
1943. Pp. xxiv, 719. Lit. 400.) 

Teoria dei Cambi. By Luict Feperict. (Milan: Casa Editrice Ambrosiana 
1945. Pp. 186. Lit. 200.) 


These two books review monetary and exchange theories of the ancien; 
and recent past and reaffirm Professor Federici’s philosophy based on the 
classical principles of the gold standard. The historical presentation is ob. 
scured by an excessive show of erudition, characterized by repetitious dj. 
gressions, quotations and footnotes, while the approach to modern doctrines 
is generic and inconclusive. These books, purported to be for teaching use; 
lack general uniformity or balance in style and form; attempts to elaborate 
advanced theoretical analyses and mathematic formulas are combined, jp 
an inordinate manner, with textbook passages on elementary economics. 

La Moneta e Oro (Money and Gold) is divided into two parts, the first 
dealing with “money” and the second with “gold.” In the first part, Pro- 
fessor Federici defines the basic types of money as “commodity money” 
(moneta-merce) and ‘‘nominal money” (moneta-segno) and from that he 
proceeds to discuss (and progressively eliminate) the various attempts 
made by socialist doctrinaires to express money in terms of “labor units’ 
and by economists to interpret the value of money in terms of marginal 
concepts and quantitative analyses. After presenting Fisher, Pigou, and 
Keynes as the representatives of an identical school of thought which placed 
undue weight upon monetary factors and overall averages as compared with 
economic facts and specific conditions, Professor Federici finds in the “neu- 
tral money” of Hayek a “‘theoretical expression of a practical impossibility” 
which, however, should be interpreted as a defense of the “good money” 
doctrine—in the sense of “‘the gold standard . . . in its automatic working 

. when operating and efficient” (p. 337). The second part of the book is 
dedicated to an exposition of the working of the gold standard in “closed” 
and “‘open”’ markets, the functions of monetary reserves, the effects of the 
first World War on the gold standard, the so-called shortage of gold in the 
‘twenties, the maldistribution of the gold stocks among the various coun- 
tries in the ’thirties, and the experiences of stabilization funds in the 
United Kingdom and the United States. Except for polemic attacks on the 
importance Cassel attributed to the “gold shortage” in the ’twenties, this 
part is largely historical and political. Professor Federici’s conclusions are 
that exchange controls and funds’ operations pursue the impossible aim of 
maintaining artificial exchange stabilities while trying to expand exports, 
and their most serious danger lies in the fact that they tend to perpetuate 
conditions of basic economic maladjustment. 

It is Professor Federici’s view that “the problem of exchange rates is 
nothing else but a problem of prices and as such it may be approached from 
a mathematic point of view through a system of equations, from which 
equilibrium rates may be derived” (La Moneta ¢ l’Oro, p. 374). Professor 
Federici develops this thesis in the treatise on the Teoria dei Cambs con 
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particulare riguardo al caso delle monete segno (Theory of Exchanges with 
Particular Reference to Nominal Monies). Taking Cassel’s purchasing 
wer theory as a basis and following the international trade and exchange 
ries of Bresciani-Turroni and Ohlin, Professor Federici maintains that 
‘he rates of exchange and the terms of trade are mutually interrelated and 
re functions of all factors which contribute to determine a position of 
equilibrium’”’ (p. 27). Such position of equilibrium, he adds, can be achieved 
under the gold standard, because under any system of “nominal 
ney” (moneta-segno) “the continuous or frequent changing of monetary 
nditions will prevent the development, in a systematic manner, of an 
uilibrium position” (p. 42). The treatise does not bring out any new 
ory of exchanges but elaborates various cases in which exchange rates 
{ “nominal monies” are affected by transfers of services and capital (loans 
.nd unilateral payments) and analyzes the theoretical and practical limita- 

ns inherent in the purchasing power parity theory of Cassel. 

FRANK M. TAMAGNA 
Washington, D.C. 


International Trade, Finance and Economic Policy 


The Finances of European Liberation, with Special Reference to Italy. By 
FrRaNK A. SOUTHARD, JR. (New York: The Carnegie Endowment for 
Internat. Peace, Kings Crown Press. 1946. Pp. ix, 206. $3.00.) 


While considerable attention has been paid to the German economic and 
nancial operations in the occupied countries, very little notice has been 
taken of the important work in these fields carried on in the countries lib- 
erated or occupied by the Allies. Professor Southard’s book thus represents 
the first comprehensive book to deal with the financial problems and the 
ern techniques developed and used by the Allies in the occupied and 
liberated territories in furtherance of the war. 
The growth in our mastery and our understanding of financial institutions 
nd practices which was demonstrated in this war can only adequately be 
rceived in comparing the calm record in this book of how financial prob- 
sin the occupied areas were met and overcome with the bewilderment 
onfusion on financial matters which were prevalent in earlier wars. 
Probably the classical example of the latter is the Philippines’ occupation 
when the Army simply could not cope with the financial problems of the oc- 
ipation and the reactions of the Army officers concerned were summed up 
s follows: “For perversities, complexities, difficulties, and impossibilities, 
Manila is one of the most wonderful places on the face of the earth, and it 
would seem that all the artificial eccentricities of the place and the people 
ire concentrated in the currency.” [Quoted in E. W. Kemmerer, Modern 
Currency Reform (New York, 1916), p. 252.] 

Professor Southard covers the techniques of handling the currency sup- 
ply of the armies, public finance, private finance, foreign exchange and for- 
eign trade, the control of military procurement and spending, and the con- 
trol of inflation. Probably the aspect of the financial work in the liberated 
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and occupied territories which has received the most attention was the yse 
by the Allied armies of invasion currencies such as the Allied Military lira 
the Allied Military schilling, the British Military Authority pound, the 
Supplemental franc, and the Allied Military mark. Professor Southard 
thoroughly goes into the justification for the use of this highly effectiye 
technique and conclusively establishes its legality from the standpoint oj 
international law and United States law. 

The experience in the occupied and liberated countries was particular) 
valuable in exposing the essential characteristics of institutions and prac. 
tices as these were exposed by the strain and stress of the passage of war and 
the imposition of occupation or civil affairs control. The work is, therefore. 
of interest to a broader group than the specialists in financial techniques and 
y. 

The banking field is a good example of this. Professor Southard describes 
how carefully and hesitatingly the Allies opened the banks in Sicily. The 
major part of the banking assets consisted of Italian government bonds 
which were not being serviced—naturally enough, since the government 
whose debt they were was on the other side of the battle lines and waging 
war against the Allies. Yet because of the need for banking services, it was 
felt important that the banks be opened. The Allies opened the banks after 
six weeks of delay and only after providing more than ample cash reserves 
and imposing severe restrictions on withdrawals. It soon became clear that 
the depositors of the banks had no concern with the quality of the assets 
underlying the deposits, but were concerned solely with the apparent abil- 
ity of the bank to meet demands. The result was that the Allies grew bolder 
and more confident and opened the banks in Rome within a week after the 
city was liberated and opened the banks in Milan inside of a day. 

A subject which had never before been adequately covered by an econo- 
mist is that of military finance, that is, the financial operations of the armies 
themselves in the field. Professor Southard thoroughly explores and devel- 
ops this subject. In particular, he brings out the difference between real 
foreign exchange transactions of the military, t.e., those which affect the 
international balance of payments of the civil community in which the 
army is located, and ‘‘apparent” foreign exchange transactions, 1.e., thos 
transactions within the military community, which, although taking plac 
in the civil community’s currency, do not affect the balance of payments of 
the civil community. 

During the period of which Professor Southard writes, the Army economy 
used the same currency as the currency of the occupied or liberated areas 
The result was a blurring of the dividing line between the two foreign er- 
change communities, which resulted in a number of difficult problems 11 
the operations of the Army. For example, soldiers moving from one countr) 
into another were forced to exchange their whole currency holdings eac! 
time, although the main use of the currency was to make purchases in army 
installations in each case. Estimates of the actual amounts spent by soldiers 
in the local community had to be derived by the process of calculation ce- 
scribed by Professor Southard. Since Professor Southard’s book was writ: 
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ten, the Army now uses its own internal means of payment—‘Canteen 
Money” or ‘Military Payment Certificates,” which are used only within 
the Army economy and have no value outside of the Army economy. As a 
result, the fact that the Army is a foreign exchange unit of its own has been 
sharply brought out and Professor Southard’s analysis of the difference be- 
tween “apparent” and “real” foreign exchange transactions of soldiers has 
become sharply outlined. 

[his study is particularly valuable because of its being mainly based on 
experience rather than on research into written records, which are always 
ine mplete and at times proved by the course of events to be inaccurate. 

[he criticisms of the book for omissions and inaccuracies fall precisely 
in those few parts of the book which are based on written records which 
were inadequate. This is true, for example, of the figures given on how the 
Italian government financed its deficit in 1943. The source of these figures 
is a preliminary report written by the reviewer which had to be prepared 
on the basis of incomplete data. Later information resulted in a complete 
revision of the figures, and the data quoted in the book are, therefore, in- 

curate. A few of the comments on policy decisions which were made by 
the Allied governments at home are inadequate for similar reasons. 

In one respect, the book was probably written too soon after Professor 
Southard’s return to the United States from working on financial problems 
n the Mediterranean theater. It is probably because he was so accustomed 

it that he does not give an adequate picture of the tremendous operating 
lifficulties and confusion under which the work had to be done. He likewise 
loes not bring out that one major problem—for economists—was that the 
Allied officers doing the work could not restrict themselves to giving advice, 
they had often to carry out the program they advised. Professor Southard, 
himself, for example, (although he does not mention it in his book) not only 

d to advise on what the policy should be on opening banks in Sicily, he 
had to don a helmet, pick up a carbine, and go out with a truck convoy to 
deliver the necessary currency. 

In conclusion, the book must be regarded as a unique record of a highly 
interesting period and as being a notable contribution to the field of financial 
technical writing. 

ANDREW M. KAMARCK 

Washington, D. C. 


International Economic Cooperation. By J. TINBERGEN. (Amsterdam: Else- 
vier. 1945. Pp. 208. $4.00.) 


This book, a volume in the Elsevier Economic Library, is written by a 
Netherlander and published in the Netherlands as a translation into Eng- 

. It is not a long book but it takes considerable time to read it, primarily 

ause of numerous obscurities of expression. If it had been edited espe- 
ially for the American reader, or if it had been translated into better English, 
t probably would find a fairly receptive market. As it is, the translation is 
so poor that many would-be readers, I suspect, will put it to one side to be 
read “later on.” 
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} 
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The author was engaged in business cycle research for the League oj 
Nations from 1936 to 1938. From that experience, it is evident, he has be. 
come an enthusiast for international economic ‘‘codperation” and in this 
book he proceeds to discuss the problem without regard to what he cal): 
the ‘‘non-economic”’ factors. The result is a book with the content of which 
it would be difficult to disagree, on the basis of pure reason. Indeed, what 
remains of international economics but truisms if political considerations 
are deliberately omitted from the picture? 

Part One is confined to the “‘essence”’ of international economic relations. 
and includes such subjects as the heterogeneity of the world economy; cur. 
rent commercial transactions; transfers of territory, population, and capj- 
tal; and equilibrium in the balance of international payments. 

There is little, if anything, that is new in these chapters. They constitute 
a brief—and sometimes ponderous—résumé of neo-classical internationa| 
trade theory. In several places, particularly in the Summary, statements 
appear that are not altogether intelligible, such as: ‘‘The population of the 
United States has entirely arisen from migration” (p. 11); the “continuatior 
of the tendency to free trade which is found ...in the United States’ 
(p. 27); and “‘in the field of international trade a most important step has 
been the American decision to lower tariffs by 50 per cent” (p. 180). 

Part Two is devoted to the “Regulation of International Economic Rela- 
tions” and is more positive in tone than Part One. The discussion center 
largely on the need for a “powerful international centre” which presumab)) 
would be the principal instrument in avoiding the chaotic situation that 
prevailed after 1918. 

But the complete solution of the problem of organizing the international 
community, he insists, is not the task of the economist or the “politician.’ 
Their places are modest beside those occupied by the expert in government 
the psychologist and the pedagogue, the sociologist and many technical er- 
perts. Here, whether because of difficulties in form or in substance, the the 
sis becomes somewhat difficult to follow. 

The author would set up an international economic center with “authori 
. . . to take all the measures of economic policy which are necessary for th 
welfare of the world’s social system.” He would, in substance, assure eco- 
nomic freedom within nations by providing for greater regulation interna- 
tionally, particularly with regard to commodity markets. His consistent 
integrity in following the logic of his argument is apparent at the beginning 
of Chapter XI where he says “ . . . a curtailment of national sovereignty 's 
necessary with regard to economic policy, if a more stable and prospero! 
social system is to be realized in the world than we have witnessed sin 
1914.” 

To those who are familiar with the tariff history of the United States 
either of a century ago or current—or with the behavior of the representa- 
tives of the larger nations at international conferences and organizations, 


such a thesis is tantamount to recommending that “education” is the a! 
swer to the world’s ills. Of course it is true, but how practical a solution !s 1! 
to the problems that actually confront us? The world is still far from willing 
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be convinced by mathematical logic, even if it is wrapped in a package 
‘beled ‘pure economics.” 
Those who have had practical political experience in the field of interna- 
nal economic relations have no alternative but to be skeptical that a 
oowerful” international center can have power beyond that of making 
ure’ —that is to say, nonpolitical—studies. The kind of center that Dr. 
finbergen really has in mind, I imagine, partakes more of the nature of 
world government than of international organization. Little is gained by 
adding to the general confusion between these two quite different phenom- 
The book concludes with a chapter on the economic position of the 
Netherlands and with mathematical appendices on the pure theory of inter- 
| trade. The author’s country has much to gain from freer trade. 
But, assuming that her Far Eastern territories are held, she could, after an 
tial period of reconstruction, he maintains, get along tolerably well on a 
atively self-contained basis. 
HowarpD S. PIQUET 

Washington, D.C. 


Bilateral Exchange Clearing Policy. By P. NyBor ANDERSEN. (London: 
Oxford Univ. Press, for the Institute of Economics and History, Co- 
penhagen. 1946. Pp. 242.) 


rhe author explains in his preface that he commenced this study of bi- 
lateral exchange clearing policy in the midst of World War II when clearing 
agreements were at their height; and now publishes his manuscript “at a 
moment when these agreements are being widely replaced by more flexible 
methods of trade and transfer.” But he considers that bilateral clearing has 

yed a sufficiently important role to justify a theoretical analysis. In this 
view he is fully supported by the quick and widespread reappearance of 

iteral trade and payments arrangements during the past two years. We 

e by no means seen the end of bilateralism and we need to know a great 
ileal more about it. 

Che first three chapters comprise the descriptive part of the book. They 
provide a brief, but satisfactory, account of clearing agreements during the 
ears following 1931, and of the main lines of development of clearing 

icy. The remaining seven chapters, the theoretical part, are devoted 
principally to an examination of the clearing mechanism, ‘“‘waiting” and 
financing” principles, clearing parities, and financial (as contrasted with 
mmercial) transfers. In the Introduction, Dr. Andersen says he intends to 
ike no comparisons with other payment systems and no valuation of the 
earing system. The latter intention is held to; but throughout the theo- 

il portion of the book there is frequent comparison of the clearing and 
’ systems—the latter term being applied to a multilateral, sub- 
stantially unrestricted payments system. 

Che description of the clearing mechanism (Chapt. IV) follows accepted 
ines. But here, as in later chapters, the contrasting “banking mechanism 
oloreign payments” is cited with no indication that when exchange con- 


‘banking’ 
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trols are introduced, and particularly when they are aimed at some degre 
of bilateral balancing, the contrast loses its sharpness. The discussion ; 
useful, although an unnecessary amount of space is devoted to demonstra}. 
ing that exchange clearing is a type of state interventionism which is limite 
by the reciprocal nature of trade and exchange. 

The heart of the theoretical treatment is to be found in Chapter V, wher 
Dr. Andersen inquires whether there are any inherent regulatory forces j; 
exchange clearing. He first examines the “‘financing principle,” under wh; 
exporters do not have to rely solely on importers’ in-payments—+.e,, th» 
central bank finances any current deficit in the clearing office. Assuming ; 
central-bank counter-action, he argues that liquidity will be increased j; 
the exporting country and hence the level of interest rates will decling 
while in the importing country the import surplus will reduce the circulatig, 
of money, because it is absorbed by the clearing office. The inflationary an¢ 
deflationary results, respectively, would operate in an equilibrating direc. 
tion. He concludes, however, that these equilibrating forces are likely to be 
weak and in any case may act in a global rather than in the desired bilatera 
direction (p. 131). The capacity of the central bank to support these weak 
equilibrating forces is limited by the difficulty of discriminating bilatera] 
in credit policy. 

The “waiting principle’ operates when exporters can be paid only fron 
funds previously paid into the clearing office by importers. Here the analysis 
is centered mainly on the consequences of anticipated delays (pp. 141-49 
—an added cost to exporters, hence a tendency toward rising export price: 
and decreased exports, depending on the elasticity of overseas demand 
There is nothing unique in this line of reasoning; it has been applied 
many international-trade situations in which export prices are under up- 
ward pressure from import duties or exchange delays not due to clearing: 
But its systematic application to clearing delays is very useful. The ¢ 
result, of course, is a decline in export values, with clearing-balance equilib- 
rium as the goal (p. 147). One may agree with the conclusion (p. 146 
the results will be stabilizing only if overseas demand is elastic. But t 
assertion that the probability of this result is “not very high” cannot 
accepted a priori; the author himself admits that a ‘‘quantitative measure’ 
cannot be given. The reviewer also agrees with the final conclusion on t 
phase of the subject (p. 149), that the waiting principle “‘corresponds mor 
closely than the financing principle to the clearing concept,” both becaus 
its effects are more dependable and persistent and because they operat 
bilaterally rather than globally. But the statement (p. 150) that the waiting 
principle operates only in the creditor country presumably means only tha! 
since there are no delays imposed on exporters in the debtor country, t 
waiting principle does not directly apply. The debtor country of course i 
the effects of import difficulties and increases in import prices which ar 
to clearing delays in the creditor country. 

The problem of determining a clearing parity is treated in two excett- 
ingly abstract and condensed chapters (VI and VII). Assuming a change 
costs in one country and in the clearing rate, the consequences are 
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through fifteen different combinations of trade restrictions in the two coun- 
ies. To most of this analysis the reviewer takes no exception. But the 
onclusion (p. 172) that the determination of a clearing parity is made the 
e dificult because changes in costs (for example) and clearing rate are 
iom simultaneous seems oblivious of the fact that all efforts to determine 
wuilibrium exchange rates (whether or not under clearing conditions) are 
nescapably complicated because factors of disequilibrium are intractable 
th as to their measurement and as to their timing. Here, as in other parts 
f the book, the author’s reluctance to evaluate the system he is studying 
leaves it to the reader to observe that the clearing system is no escape from 
t of the problems of exchange stabilization which confront non-clearing 
systems. 
The reviewer found this a provocative and helpful book, to be added to 
the still-small number of careful studies of exchange control in all of its 
spects. It represents a skillful application of the methods of both partial 
nd general equilibrium analysis to the device of bilateral clearing. The 
reader will not find any conspicuous gaps in either scope or method. But if 
is looking for a study of European experience with clearing agreements, 
he will not find it in these pages. It may be hoped that Dr. Andersen will 
ext apply his abstract analysis to an examination of some of the more 
portant prewar Clearing arrangements. Perhaps inability to determine 
elasticity of demand, to separate political from economic purposes, to iso- 
ite changes in costs, and so on, would stand in the way of fruitful results. 
If so, we would at least know that, as a practical matter, the exchange- 
clearing system cannot be more than a grossly inexact interventionist de- 
yice. 
FRANK A. SOUTHARD, JR. 
Cornell University 


Memoria de la Primera Reunion de Técnicos sobre Problemas de Banca Cen- 
tral del Continente Americano. (Mexico City: Bank of Mexico. 1946. 
Pp. vi, 534.) 

lhis volume contains the proceedings of the First Conference of Inter- 

American Central Banking Technicians, held in Mexico City during the 
nd half of August, 1946, under the auspices of the Bank of Mexico. 

Participants included central bank officials from all of the American re- 

publics, among which were such internationally known economists as Ratl 

Prebisch, the distinguished ex-general manager of the Argentine Central 

Bank, Herman Max of the Central Bank of Chile, Octavio Bulhoés of the 


Wallich of the Federal Reserve Bank of New York, Robert Triffin of the 
International Monetary Fund, and Woodlief Thomas of the Board of 
Governors of the Federal Reserve System. 

Reflecting the division of work at the conference, the volume is divided 
into three sections. These deal successively with “Money and Credit Regu- 


ation,” “Problems of Foreign Exchange and Balance of Payments,” and 
“Cooperation between Central Bank Economic Research Departments.” 


t e Ministry of Brazil, Victor Urquidi of the Bank of Mexico, Henry 
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The first section opens with some pertinent observations by Dr. Prebjs,; 
on the topic of ‘Center and Peripheral Countries,” in which the point 
made, with great effectiveness, that we live in a world in which the Unite 
States is the “cyclical center,” while the individual economies of Latiy 
America are on the periphery. The gist of his argument is that the Unite 
States is the source of those impulses of expansion and contraction whic) 
vitally affect the economic life of peripheral countries. This idea is not, 9 
course, a new one, though it is deserving of endless repetition. After discyss. 
ing the various aspects of the topic, Prebisch concludes that no singl. 
track policy can cope with the problems of the center and peripheral] coyp. 
tries. 

As to content, the first section of the volume contains the following three 
papers on money and credit: a part of the important Annual Report of t} 
Board of Governors of the Federal Reserve System for 1945, a report by 
the Central Bank of Venezuela on inflation control, and a paper on msuey 
and credit regulation in El Salvador. Brief reports follow on rediscounting 
bank investments, and flexible reserve ratios. On the subject of selective 
credit control, there are two papers: one by the Board of Governors dealing 
with United States experience, and another by Dr. Bulhoés on qualitative 
credit control. At the roundtable on general money and banking problems 
papers were presented by Woodlief Thomas on United States postwar mone. 
tary policy, by Sr. Silveira of Uruguay on Uruguayan inflation, by Dr 
Fretes of Argentina on recent monetary and banking reforms in his country 
and by Dr. Wallich on interest rates (subsequently published as the leading 
article in the December, 1946, issue of this Review). The section closes with 
a paper on the operations of the Mexico City Clearing House. Outstanding 
among these papers and observations are those by Prebisch, Bulhoés, 
Thomas, and Wallich. 

The second section, dealing with “Problems of Foreign Exchange and 
Balance of Payments,” is perhaps the most significant part of the volume 
Robert Triffin steals the show at this juncture. Largely because of his three 
papers, this section presents thoughts on gold, balance of payments and 
international disequilibrium which have yet to appear in print elsewhere 
Triffin’s three papers deal with the historical functioning of the international 
monetary standard, monetary policy and international equilibrium, ani 
eight points bearing upon the definition of fundamental disequilibrium. I 
addition, there is an interesting paper by Urquidi entitled ‘Analysis and 
Characterization of the Different Types of International Disequilibrium’; 
another on exchange control in Uruguay, and still another on problems oi 
balance of payments and exchange as seen by the authorities in El Salvador 

Dr. Triffin brings to his problem a keen mind that is remarkably free o! 
professional fetishes. To illustrate, he opens his discussion of the gold stan¢- 
ard problem by citing the obvious disadvantages of interdependence: te 
contagiousness of political conflict and national economic depression. 5} 
this stroke he explains the paradox of increasing political nationalism iné 
world growing ever more interdependent, and thus sets the stage for a frest 
approach to the subject of monetary policy and international equilibrium 
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Foremost among the objectives to be sought is the reconciliation of domestic 
monetary policies with the requirements of international equilibrium. The 
<olationist monetary policies of the prewar decade constitute a danger 
«hose character is well known. Bretton Woods attempts to protect the in- 
ternational economy only from the excesses of national monetary policy for 
entral banks and governments are still at liberty to adopt independent 
ational monetary policies, subject only to the limitation that Fund re- 
sources are not to be used “‘contrary to the purposes of the Fund.” Thus 
the success of the Fund will depend to a high degree on the appropriateness 
f each member’s monetary policy and, residually, the contribution which 
each makes towards a lessening of the conflict between the attainment of 
iomestic objectives and the maintenance of international equilibrium. Con- 
retely, a fundamental disequilibrium not corrected by domestic adjust- 
ments will drain the Fund’s resources or require either depreciation or ex- 
nge control. Since the Fund will not permit the excessive use of its re- 
urces, international adjustment will involve a choice between depreciation 
and exchange control. In making the choice, two elements must be clearly 
understood: first, that a distinction is needed between a fundamental dis- 
' equilibrium in the international position of ome country and world-wide 
listurbances in balances of payments associated with cyclical fluctuations; 
and second, that the usual explanation of the adjustment to a disturbance 
in the balance of payments involves the unrealistic assumption of a similar 
legree of quasi-perfect competition among the world’s trading nations. 

In the case of cyclical disequilibrium, orthodox gold-standard policy, in- 
stead of correcting the deficit in the balance of payments by way of price 
idjustments, simply diffuses cyclical disturbances originating in the leading 
ndustrial nations. A deficit in the balance of payments is corrected ulti- 
mately, but by way of a contraction in general economic activity and in 
incomes. Moreover, there is a legacy of a defective international price struc- 
ture. It is especially important that the Fund distinguish clearly between 

| and fundamental disequilibrium in the balance of payments. For, 
most cases, the only satisfactory corrective of cyclical disequilibrium 
er than when resulting from basically maladjusted prices) is not that of 
ternal deflation according to the “rules of the game,”’ but the restoration 
onomic activity and purchasing power in the centers of cyclical dis- 
turbance. The resources of the Fund will prove very useful in this connec- 
tion; yet there is a danger that the Fund’s resources will be dissipated in 
| financing a country’s fundamental disequilibrium rather than one of the 
cyclical type. 
lrifin would take several steps to avoid such abuse of the Fund. First, 
; amend the so-called “repurchase provisions” to permit the maximum use of 
international reserves held by the deficit country. Second, borrow from 
; sources other than the Fund, especially for rehabilitation and reconstruc- 
tion. Third, authorize the use of exchange control with respect to current 
insactions. This last suggestion is, of course, highly controversial, and no 
ne appreciates this more than Triffin, who has faced the issues involved 
in the various Latin American central bank laws which he has authored. 


tr 
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There are cases in which exchange control, under clearly formulated ry}; 
governing its use, is preferable to excessive borrowing, domestic deflatio, 
or exchange depreciation. The issues involved are too complex for discussio, 
here, although it may be pointed out that an auction system, patterne; 
somewhat after the Argentine model, would be used to allocate exchange y, 
an internationally nondiscriminatory basis. 

It would also take us too far afield to discuss Triffin’s “eight points” re. 
garding fundamental disequilibrium. Suffice it to say that they are wel 
taken, and should be required reading for all who wish to be informed 
this subject. 

Sr. Urquidi’s paper on the different types of international disequilibriyy 
is interesting in many respects. He classifies cases of disequilibrium | 
types and throws light on a number of features peculiar to different types 
His conclusion is that the concept of “fundamental disequilibrium” js jp. 
precise, and should be discarded. Actually, however, many of his classifica. 
tions are but subheads under fundamental disequilibrium. In the reviewer’; 
opinion, he fails to see that the concept, regarded as a bench mark, gains jp 
generality what it loses in precision with respect to particular situations 

The third section of the volume deals with cooperation between centr; 
banks on the research level. Various current research functions are « 
scribed, as are different types of statistical series now being compiled. Ther 
was a general appreciation of the need for greater cooperation in this area 
especially in connection with statistical studies on balances of payments a1 
national income. A good deal of significant improvement and standard ‘za. 
tion may be expected to result from future collaboration. Before adjourning 
the meeting fulfilled an important mission when it approved the formatior 
of a Permanent Committee of Inter-American Central Banking Techniciar 

The Bank of Mexico, as host for the meeting and publisher of this valua- 
ble document of proceedings, is to be congratulated for having made pos- 
sible a pioneering venture. The success of the first meeting augurs well for 
future action in this field. 

VIRGIL SALERA 

University of Texas 


Soviet Foreign Trade. By ALEXANDER M. BAykoOv. (Princeton: Princet 
Univ. Press. 1946. Pp. x, 126. $2.00.) 


Russian-American Trade, a Study of the Soviet Foreign Trade Monopoly. b 
Mrixuait V. Conporve. (Columbus: Ohio State Bur. of Bus. Resear 
1946. Pp. xiii, 160.) 


Although almost two years have passed since the termination of the war 
there are very few indications as yet as to the volume and structure 
Russia’s participation in postwar international economic relations. 

Impressed by the extent of the war damages suffered by the U.S.S.R 
many students of foreign trade expected the first years of peace to witness 
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, yast expansion of American exports to Russia.’ As is not infrequently 
by even the most reputable economists, ‘‘need” and “effective de- 
’ were treated as if they were synonyms, and the question of the 
.ns by which Russia would be able to pay for those imports was touched 
rather lightly. 
'R issia certainly could use almost anything she could secure from abroad, 
| the willingness and ability of other countries (primarily the United 
es) to supply might be the only limit to what Russia would be interested 
importing. The question of payment for those imports is, however, a 
icated matter. In the current early phase of Russian reconstruction 
aly insignificant quantities of very few commodities are likely to be avail- 
ble for export. Russia’s very modest commitment of last October, for in- 
ce, to deliver to Great Britain 23,000 tons of lumber before winter froze 
e Soviet ports was fulfilled only as to 50 per cent, and there is some doubt 
ether the remainder will be forthcoming even when the Russian harbors 
? While the goods which Russia would get in exchange for her exports 
| be even more important to her economy than the ones which she 
iid have to ship abroad, the domestic shortages, transportation (and 
uly harbor) difficulties, and various bottlenecks seem at the moment 
to be so stringent as to preclude many a rational economic transaction. 
[he only commodity which the U.S.S.R. can send abroad without en- 
hing upon vital domestic needs is gold. The total amount of Russian 
d holdings and the volume of her current gold production are matters of 
iesswork. About 2 billion dollars for the former, and about 200 million 
nnually for the latter, are the usually cited estimates.’ It is rather puzzling 
at at least a part of these vast amounts has not already been used for the 
sase of direly needed foreign supplies. It is possible that the price de- 
velopments in the United States as well as the present difficulties in placing 
rders with American suppliers may have induced the Russians to postpone 
ir purchases until the American sellers’ market ends, and prices, specifi- 
and delivery terms become more favorable. Of equal, if not larger, 
tance may be the notion of preserving the gold until a major loan can 
gotiated, and of then employing the gold stocks as well as the current 
itput fer smooth and painless servicing of the debt. A possible future 
sity of securing a favorable trade balance at any price in order to meet 
nt obligations in foreign exchange—an exigency wel] remembered from 
days of the Great Depression—could be thus avoided. 
Be that as it may, it would appear very unlikely that large Russian 
hases abroad, desirable as they are from the viewpoint of Russian re- 
nstruction, could be arranged without foreign financial assistance. 
ether such assistance will be given is primarily a political question. If it 
be optimistically assumed that the present tension between the Anglo- 
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Saxon countries and the U.S.S.R. is only a passing phase, and that once ti, 
bargaining over the spoils of the war is over, more normal and more sta}), 
relations between Russia and the “capitalist” world will develop, the ides 
of granting to Russia a sizable reconstruction loan may become more attra;. 
tive than it is today. Should, however, the attitude continue to prevail th,; 
found its most articulate expression in a statement of a congressional ¢; Mi 
mittee that the development of Russia’s industrial economy “can only jy 
deleterious to the interests of a secure and peaceful world under presen; 
Russian policies,” the prospects of American-Russian economic relation; 
exceeding the narrow confines of some “‘cash and carry”’ transactions wou); 
from “capitalist encirclement,” would presumably continue to place empha. 
sis on strategically inspired self-sufficiency, would attempt to integrate he 
economy with those of her immediate neighbors, and would rely on repar. 
tions from enemy countries and minor imports from the rest of the worl 
for such supplementary resources as she could conveniently obtain. 


* * * 


These questions basic to any discussion of Russian foreign trade ar 
Russian-American economic relations are hardly touched upon in the books 
under review. Mr. Baykov’s study supplies a considerable amount of sty. 
tistical and documentary material on the prewar history of Russia’s foreigr 
trade; it entirely fails, however, to integrate it with the general objectives 
of Soviet economic planning. The problems resulting from Russia’s strate¢i- 
cally motivated efforts to attain rapidly as high a degree of self-sufficiency 
as possible are not even mentioned. The concomitant question of the extent 
to which Russia would be willing to depart from the principle of “making 
everything at home” and accept at least some international division 
labor, relying for some goods on imports and specializing in others for ex- 
port, receives no attention. Nor is there any discussion of the economi 
significance of the broadening of Russia’s orbit, or of the outlook for Russian 
economic cooperation with Poland, Yugoslavia, Rumania, Bulgaria, Hun- 
gary, etc. The actual and potential importance of German reparations, ar 
the actual and potential changes in Russia’s economic position resulting 
from Japan’s disappearance as a major power, are only two more examples 
of vital aspects of the subject that “obtrude by absence.” Last but not 
least, Russia’s attitude towards the Bretton Woods institutions, the Inter- 
national Trade Organization, etc., do not figure in Mr. Baykov’s treatment 
The information offered thus loses most of its interest, becomes “‘dead bis 
tory” and supplies no tools for the analysis of the factors determining 
Russia’s present and prospective role in the world economy. 

But if Mr. Baykov’s study provides at least an assiduously assembled 
collection of “facts and figures” concerning Russia’s foreign trade in the 
past, Mr. Condoide’s essay cannot be even regarded as a reliable source 
such data. In some instances the information that he supplies is erroneous 
In discussing the earlier Russian planning procedures in which most quant 
ties of output were projected in ‘maximum and minimum variants,” bi 
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‘staken in his belief that these variants ‘“‘mean simply that in order to 
ve realization of the production of the planned items each important 
mic index must fall within the maximum and minimum economic 

ues planned” (p. 14). Actually these variants were production goals 
mulated on different assumptions, and it was by no means sufficient that 

e actual performance should fall within the range between the maximum 

nd minimum aims. Since these ranges were quite considerable, major fric- 

ns would have resulted from the employment of such lenient standards of 
nerformance. The so-called annual “control figures’”’ supplementing and 
elaborating the five-year plans accepted ome variant and made it the operat- 
r target. 
Of very dubious value, also, is the information that in 1933 the share of 
the government budget allocated to industrialization amounted to 60.8 per 
ent, while in 1938 it was 41.7 per cent (p. 20). Being left in the dark as to 
role of this budget in the economy, one is hardly in a position to appreci- 
ate these percentages. It is incorrect to call the monetary measures adopted 

on March 14, 1936 a “second attempt at stabilization” of the ruble (p. 49). 

it was, in fact, a devaluation of the ruble from 0.7719 gram of fine gold to 

(.1777 gram of fine gold. This operation, relating exclusively to the book- 

keeping of Russia’s foreign trade monopoly, had nothing to do with infla- 
ry developments on the domestic market, as Mr. Condoide surmises. 

\ rather interesting and novel device of securing foreign exchange by “‘ex- 

orting to one’s own country” was adopted by the Russians in the ’thirties 
the years of their severest foreign exchange shortages) by the introduc- 

n of the so-called “‘Torgsin” (Trade with Foreigners). Originally designed 

ipply foreign residents in Russia with all necessities against payment in 

n exchange, the organization eventually began catering also to Rus- 

sian citizens who were able to pay with gold or foreign remittances. The 

goods thus sold were of high export quality. Instead of going to the trouble 

t that time considerable—of marketing them on adverse world markets, 

Russians obtained the same result by disposing of them at home. Mr. 

Condoide loses the meaning of the “invention” by assuming that these 

Torgsin wares were imported articles (p. 52). The transaction would have 
en very unattractive to the Russian exchequer if it had had to pay in v 

ign exchange for what it sold for foreign exchange. In fact Torgsin was 

to syphon considerable sums of gold and foreign currency out of the 


Russian population—at that time a not unimportant addition to the de- 
ted foreign funds of the government. 
In spite of these and many other inaccuracies and oversights, Mr. Con- 


e’s booklet contains much that is useful. While passing by all the more 
ntricate questions in connection with his topic, he appreciates at least the 
e of Russia’s foreign trade monopoly in her general system of planning. 
(he appended texts of various economic treaties and agreements between 
the United States and the U.S.S.R. will be welcome to all students of the 
ibject, the more so since they are usually rather difficult to unearth. 
Paut A. BARAN 
New York, N.Y. 
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Public Control of Business; Public Administration; 
National Defense and War 


Economic Progress and Social Security. By A. G. B. FISHER. (Londoy 
Macmillan. 1945. Pp. xi, 362. $5.00.) 


International Implications of Full Employment in Great Britain. By A. G. 8 
FisHER (London and New York: Royal Institute of Internation, 
Affairs. 1946. Pp. 202. $3.50.) 


Plan for Reconstruction: A Project for Victory in War and Peace. By W. }j 
Hutt. (New York: Oxford Univ. Press. 1945. Pp. 336. $4.50.) 


In one central respect, Professor Fisher and Professor Hutt are engaged 
upon the same crusade. They are both concerned with removing what 
Professor Hutt calls “the incubus of restrictionism.” As wartime products, 
both books contain acid comment on the manner in which the restrictive 
mentality damaged the war effort, but both subordinate this feature to the 


central purpose of developing a long-range program. 


In Economic Progress and Social Security, Professor Fisher continues and 


elaborates the argument of his earlier volume, The Clash of Progress and 
Security, that “The prompt and continuous diversion of labour and capita 


into relatively new types of production is an essential condition for main- 


taining a satisfactory rate of material progress as well as for avoiding chroni 
relapse into depression....”’’ He develops a program for overcoming 
resistances to structural change and supplements it with internationa 
measures. 

To Professor Fisher, social security is a conception which may be viewed 
in three lights: (1) as a system of benefits for the distressed and displaced, 
(2) as a set of devices for maintaining people secure in their existing modes 
of livelihood and (3) as a provision for collective security through full and 
appropriate use of resources. The last of these over-rides all other objectives 
of economic policy, the second is anathema, and the first presents no serious 
problem if the last be achieved. 

It is hardly necessary to outline Professor Fisher’s destructive argument 
against policies designed to fortify sectional interests since it follows lines 
which have been given very active expression in the United States in recent 
years, both in criticism of the National Recovery Administration and in 
connection with the activities of the Temporary National Economic Con- 
mittee. Nor need one state his argument against collectivist planning whi 
follows the familiar lines of liberal criticism. On the side of a constructiv 
program, he assumes the necessity for extensive government “intervention 
to exercise institutional rigidities and to encourage “structural changes 1 
conformity with the requirements of a growing and expanding economy.’ 
[he constructive program includes (1) the withdrawal of public support 
from all restrictive schemes, (2) a firm antimonopoly program where ap- 
plicable, (3) extension of the principle of public utility regulation wher 
applicable, (4) public competition at selected points, (5) state enterprise 
in some other industries, especially those tertiary industries providing cul 
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tural services, (6) tax reform to encourage small and venturesome enter- 
prises, (7) educational reform to develop the diverse abilities of the “human 
-apital,’’ (8) a comprehensive system of “‘social security” benefits in the 
‘mited sense, (9) measures to increase labor mobility, (10) increased 
-tandardization of products, and (11) some public control over the processes 
of scientific discovery, together with other minor features. 

Professor Fisher’s later chapters on international economic adjustment 
the argument for international specialization, deplore policies supporting 
restrictive practices and support postwar measures for international 
fnancial and trade cooperation. By reason no doubt of his special interest 

this field, these chapters have much more concreteness of subject matter 
han have the earlier parts of the book. 

The economic analysis involved in arguing the merits of a flexible 
economic system, together with the positive role of government in relation 
thereto, is of very great importance, since it brings into focus both the 
weaknesses inherent in much current practice and the potential dangers 

proposed lines of reform. Nevertheless, by reason of the ingrained con- 
victions and antipathies of the author, he gives less than is due to the 
potentialities of various kinds and degrees of planning, under political 
assumptions certainly no less plausible than those which support his argu- 
ment. There is an air of finality in a sphere where the exploratory approach 
s more suited to the present state of affairs. 

Moreover, Professor Fisher’s intellectual antipathies lead him at times 
into extremely shaky positions. A conspicuous example is the treatment of 
unemployment in Chapter 6. No economist ought to under-rate the con- 
nection between structural rigidities and cyclical unemployment, but it is a 
throwing away of useful tools to write off in a phrase the type of analysis 
to which the influence of Keynes has given such great currency. Exposition 
of the Keynesian position has, it is true, commonly neglected the structural 
facts which might limit the efficacy of proposed lines of policy. And Profes- 
sor Fisher is no doubt justified in anticipating a political effort to tie 
Keynesian policies to types of planning which are repugnant to him. There 
is, however, no necessary economic connection, only on political possibility. 

Professor Hutt, in Plan for Reconstruction, largely takes as given the 
lefects of economic structure and policy which Professor Fisher so labori- 
ously and repetitiously demonstrates. His book is devoted to detailed 
remedies in the form, first, of proposed legislation to secure full use of re- 
sources and equitable distribution of income and, second, of running-text 
explaining and supporting his proposals. The central proposal is in the form 
of a “Resources Utilization Protection Bill.” In one of its aspects, this is an 
extremely stringent antitrust law, patterned after the American laws but 
going far beyond them, especially in the definition of discriminatory and 
restrictive practices. In addition to its duty of enforcing elaborately defined 
prohibitions against corporate concentration and ali forms of restraint of 
trade, the proposed Commission is empowered: (1) to force the fuller pro- 
ductive use of privately owned enterprises, (2) to revise the prices of 
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products, (3) to take over going concerns for public operation, (4) to esta). 
lish and operate new public enterprises in competition with private enter. 
prises, (5) to classify industries as public utilities and regulate them accord. 
ingly, (6) to enforce standardization of products and synchronization of 
related operations, (7) to control the licensing of patents, (8) to regulate the 
hours of labor, (9) to modify or rescind minimum wage rates in particular 
industries and (10) to regulate the activities of labor, professional and em. 
ployers associations. For price control and the pricing policy of publi 
corporations, marginal cost is made the limiting standard. 

Professor Hutt will have no truck with half-way measures. He utilizes 
practically every device that has been proposed for eliminating monopolist; 
practices and forcing the fuller use of resources and he invents some new 
ones. He proposes to attack the restrictionist mentality and its conse. 
quences with the biggest club that he can find. Like Professor Fisher, he 
regards rehabilitation of the competitive and adaptive features of the 
economy as the overwhelmingly important objective, and is according]; 
impatient with monetary or other proposals for full employment when dis- 
sociated from proposals for structural improvement. 

Generally speaking, Professor Hutt, who is a conscientious equalitarian 
in principle, thinks that once his productive reforms were in operation, 
distributive justice could be achieved with only minor emendations of the 
distributive results of the system. He is, however, much concerned with 
transitional problems and especially with the resistance to adopting his 
reforms on account of the “established expectations” of persons in incomes 
derived from the present productive structure. He therefore proposes that a 
proportion of all labor incomes should be paid into a Labor Security Poo! 
and Reserve, and that payments be made from the Pool both to support a 
national minimum wage and to offset gaps between actual earnings and 
“established expectations.”” While the importance of this system of en- 
forced pooling of income is regarded as primarily transitional, it might if 
necessary be retained as a permanent instrument of distributive justice 
The administrative implications of such a system are rather appalling but, 
apart from these, Professor Hutt finds it necessary to justify at length his 
view that “‘the ‘distributive scheme’ can be made completely independent 
of the ‘productive scheme’ ”’ (p. 146), and to defend his proposal from the 
charge of universalizing the defects of the Speenhamland policy. 

Strictly for transitional purposes it is also proposed to establish a Capital 
Security Pool by a levy on property incomes from which compensation 
would be paid for loss of property income directly traceable to the enforce- 
ment of the Resources Utilization Protection act. 

Both the Pools are inspired primarily by motives of political maneuvre, 
to overcome resistances to the passage of the Utilization act which is 
heart of the plan. 

Professor Hutt’s provocative proposals suggest to the mind the solemn 
thought, that, if it is in fact necessary for the state to intervene in so detailed 


th 


a fashion into all the processes of production and distribution in order t 


achieve passably acceptable performance by the private enterprise system, 


the 


BOOK REVIEWS 477 


ds of choice between the latter and outright collectivist organiza- 


f large areas of activity are greatly narrowed. 
In arguments like those of Professor Hutt and Professor Fisher, it is 


t to isolate the economic and the political elements, respectively. In 


Great Britain, far more than in the United States, there appears to be a 


ness to combine measures of sectional interest with those of collectivist 
¢ on terms by no means obviously well designed to advance the 

| and external economic position. Against these tendencies writers 
iberal tradition cry havoc. On a calm view of historic processes, one 
ned to think that they prove too much. That is to say, they allow 
ne solution consistent with economic progress and security. This 

; too narrow a view. In a world in which it will necessarily be the 

f many countries to organize their economic life on a more planned 

n in the past, solutions of another sort to the same happy end are 

ut of question. The warnings of books like those under review are by no 
ns irrelevant to such solutions, since the restrictionist solution is never 
one. But, because of inability to enforce a solution representing an 
sion of what in the United States used to be known as “the new free- 
’ one does not need to jump in despair into the Thames, the Seine or 


In his other small book under review, International Implications of Full 


Employment in Great Britain, Professor Fisher reiterates “the underlying 


of the importance of the highest possible degree of flexibility in our 
nic structure” (p. 190). Retaining his somewhat skeptical view con- 
, domestic policies of maintaining effective demand, he judges that 
tive steps to promote the overall efficiency of British industry are the key 
; problems in both the domestic and international spheres. Without 
iting the importance of the latter, members of the discussion group as- 
ited with Professor Fisher in the preparation of this volume enter a 
ssenting opinion on a point of emphasis, as follows: “ .. . the analysis of 
system made in recent years by economic thinkers, notably by Lord 
nes, points to remedies for unemployment which would avoid the pit- 
dicated by Professor Fisher, and on which we may reasonably build 
opes ... Professor Fisher has failed to appreciate the potential 
, both national and international, to be gained from policies devoted 
\intaining effective demand. ... The second and main type of em- 
ent policy, that directed towards maintaining purchasing power, 
to assist in adaptation to external changes by promoting internal 
ty.... Professor Fisher argues that in our enthusiasm for new ideas 
uld not neglect the truth embodied in the old. That is so, and the 
nger is a real one. It is also important that we should understand pre- 
what the new ideas are.” (Disconnected quotations from pages 195, 
197, 198.) That seems to me to be a just comment upon Professor 
her's argument in both of the volumes under review. 
While, as noted above, the later and smaller volume takes a somewhat 
ical view of the currently popular approach to “full employment” 
, it contains analysis and commentary relating to Anglo-American 
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economic relations which carry great weight. Basically, Professor Fisho- 
approves the type of policy now being promoted by the United States. po; 
on the grudging grounds that England has no other recourse, but on groun 

of its substantial merits. He recognizes the dangers inherent for England ;; 
the possibility of extreme fluctuations in the United States, but, like al} ,; 
us, takes what hope he can from the declared policy of the Employmen; 
Act of 1946. He finds no greater prospect of security and less of progress j; 
any other than an “‘open”’ multilateral system of trade relations. 

On this point he draws gentle reproof from some of his associates y 
say: “‘To exclude all forms of reciprocal arrangements between smaller 
countries which would enable them to reap some of the benefits of large. 
scale production enjoyed by industries and inhabitants of the large co; 
tinental political units, constitutes a serious disadvantage for the smaller 
countries, against which they may have no guarantee of any offsetting ad- 
vantages from the operation of the open international order as understo 
and advocated by the United States and Professor Fisher”’ (p. 200). This 
dissenting view, in numerous variants, is probably the prevailing view 
Great Britain and it is certainly a matter of great importance that persons 
in the United States should understand why it is so widely held, even } 
persons intellectually inclined to the American policy. It is, however 
equally a matter of importance that the British should be confronted wit 
statement like Professor Fisher’s to offset a prevalent and erroneous sen: 
that they are being victimized by a policy having no greater merit thant 
mere willfulness of the United States. 

One’s final thoughts upon books like those reviewed above are mixed. [: 
breadth of thought they are most stimulating. In marshalling the pitfal\s 
of policy they are superbly relevant. In the absoluteness of the alternatives 
which they regard as acceptable they appear decidedly too narrow. P 
sibly by the elaborateness of the constructive programs which they present 
they will weaken their influence in a hostile political environment, where 
persons who find the programs inacceptable may be disposed wrongly | 
belittle the force of the argument against restrictionist policies and pra 
tices. Books like these should have a clearer focus upon the audience for 
which they are intended and be written in a manner appropriate to t 
audience. As written, the present volumes will serve to fortify the fail 
but are ill designed as essays in persuasion. 

Pau T. Homan 

Cornell University 


Transportation; Communication; Public Utilities 
International Air Transport. By Bric. GEN. SIR H. OSBORNE MANCE, assisi 
by J. E. Wheeler. (New York: Oxford Univ. Press. 1944. Pp. x, 117.$1.0! 
International Sea Trans port. By Bric. GEN. SiR H. OSBORNE MANCE, assist 
by J. E. Wheeler. (London: Oxford Univ. Press. 1945. Pp. xii, 198. 12s. 6 
Both of these volumes are part of a timely series that has been prepare¢ 
and issued under the auspices of the Royal Institute of Internationa 
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ind both profit from the long and intimate experience of the senior 
at present the United Kingdom’s representative on the Transport 
mmunications Commission of the United Nations, with both the 
ial and military aspects of international communications and 


portation. As a result these studies are comprehensive and include a 


on of the legal, technical and military aspects of these industries 
as their commercial, political and economic phases. While their 
precludes a definitive treatment of these several facets of the inter- 


al transport problem, the selection of material is judicious; and al- 


the volumes are largely descriptive, analysis is not entirely es- 


ternational Air Transport describes first the international organizations 
greements that regulated prewar air transportation between sovereign 


and the resulting confusion and jurisdictional overlapping. 
second part describes international air services as they were organ- 


prior to 1939, from which the customary conclusion is drawn, i.e., 


portance of aviation as a political and military instrument combined 
frequent need for subsidies on international routes brought a large 


nt of government participation to the industry. Although the propor- 


ewar airline revenues from subsidies was declining, the emphasis 
ased speed indicated that government aid would continue to play 
ortant role. The advantage of the large territory of the United 


airline development is contrasted with the fragmentation of 

an air organizations, and in the concluding chapter is construed 

gument for internationalization. The authors foresee a promising 

for private air cargo carriers. 

ird section deals with the inseparability of civil aviation from military 
rhe brief review of the internationalization of the industry that 


nsuccessfully attempted in 1932-34 should provide a salutary specific 
ose who may still oversimplify the political difficulties of living in 


. final section the authors express their opinions on the future of inter- 


air transport. They favor the concentration of technical regulation 
inds of a single world-wide authority which they foresaw as a pos- 
junct of the United Nations. Furthermore, they feel that the in- 
ity of the military and civil aspects of aviation and the movement 


ez-faire towards planned economy will make future international 
ion in air transport at least as much a matter for governments as 
een in the past. As a result, they believe the formation of interna- 


rations to be the best method for eliminating competitive sub- 
providing for the carriage of what has subsequently become 
“fifth freedom traffic.” Realizing that hardly any government has 
ing to take the possibility of international companies seriously, 
ors advocate regional pools of national air lines, but this too they 
‘lies on the extreme edge of practical politics” in much of the world. 
uestion is, therefore, how to safeguard the world from the use of civil 
for purposes of aggression while allowing the freedom necessary 
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for the encouragement of development for innocent uses’’ (p. 103). Realizing 
that nothing less than world-wide measures will meet the case, the autho 
return to their advocacy of international companies or pools of nation, 
companies with an international organization licensing air services, air. 
ports and aircraft construction ‘“‘on a similar basis to air licensing in Grea; 
Britain or the U.S.A...., t.e., public convenience and necessity with , 
desirable measure of competition” (p. 104). One cannot but wonder how 
much desirable competition would exist; but the cut-throat competitioy 
that could result from competitive subsidies and other still greater eyj\s 
may be the alternative. 

While some of the material in this volume has become dated as a resy|t of 
international air conferences that have been held subsequent to its origina! 
publication in London in 1943, it remains an interesting and valuable study 
The account of the inchoate organization of international aviation and 
the lack of coordination between the eastern and western hemispheres jr 
the prewar period indicates clearly the need for more thorough and wi- 
versal coverage of these problems if full advantage of air transportation js 
to be enjoyed by the postwar world. 

International Sea Transport declares that shipping is not only one of the 
oldest forms of transport, but that “‘it is still by far the most important, 
carrying over three-fourths of the volume of the world’s international trade 
“including the raw materials on which modern civilization so largely de- 
pends” (p. x). 

The prewar international organizations, both official and private, that 
contributed to the coordination of the technical, legal, labor and commer 
aspects of the industry are briefly described. The interwar political and 
economic factors are then investigated, and the authors conclude, after 
examining the shipping policies of the principal maritime countries, that 
“The integration of shipping policy in the general policy of the State has 
proceeded apace since the last war [World War I], and international ship- 
ping competition, which was almost entirely commercial at the end of the 
nineteenth century, had become to no small extent political at the outbreak 
of the second world war” (p. 63); the reliance on merchant shipping becon- 
ing even greater as naval programs were reduced by international agree- 
ments (p. 66). In spite of what appears to me as a slight (possibly uncon- 
scious) pro-British bias, the recent history of subsidies, discriminations an¢ 
state control is well handled. The authors’ support of the deferred rebat: 
system, however, on the grounds that “‘the practice of rate-cutting in United 
States trades was becoming more prevalent because of the growing realization 
by foreign-flag operators of the vulnerability of the conferences which were 
forbidden to use the deferred rebate system’ is open to question. The per 
missible contract rate system is not entirely ineffective, and moreover there 
were other important influences at work. It is not unlikely that entry int 
American trades may have been stimulated by the desire for dollar ex 


1 Italics supplied by the reviewer. 
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ve, and by the weakness of American lines resulting from the political 
sncertainties growing out of the ocean-mail contract investigation and the 
<bsequent shift to the outright subsidy system as provided by the Mer- 
t Marine Act of 1936. The treatment of the abortive attempts to ra- 
ize international shipping in 1933, and the success of the more 
imited proposals restricted to tramps and tankers that were effectively 
troduced in 1934, covers the ground satisfactorily in the few pages 
oted to the subject. The chapter on international collaboration in war- 
time is also well done, although this section was apparently written before 
reation of the United Maritime Authority which has become the co- 
out of which an international shipping organization is now expected 
evolve. 
[he final chapter which deals with the future is naturally the most stimu- 
iting and provocative. The authors conclude that the major problems that 
have faced the industry since World War I have not been technical, but 
tical and economic. Nongovernmental solutions (e.g., shipping con- 
ferences) have not been entirely successful and have not accorded the 
nsuming public representation or protection. (Note the similarity to 
industrial cartels and imternational commodity agreements.) One or more 
international organizations are therefore recommended to undertake the 
following functions: (1) technical problems; e.g., safety, health, legal, labor, 
etc.; (2) commercial—to mitigate the effects of unrestricted international 
ompetition; (3) security and prestige. ‘““There would seem to be no dif- 
iculty over sea transport if the major problems of collective security are 
essfully solved. One is tempted to suggest that there is not much hope 
mproving international shipping relations if they are not’ (p. 171). 
\ssuming collective security to be achievable, the authors propose an eco- 
mic approach to the problem of world tonnage and its ownership. An 
teresting proposal is made which would permit high-wage countries to 
loy differential subsidies. 
Where contact between nations is as continuous as in aviation and ship- 
ng the possibilities of friction are great, and the authors have provided 
ellent summaries of the large amount of international collaboration that 
already taken place, and of the still wider and more universal coopera- 
that is required. While one may question the specific mechanisms 
proposed, the general objective is unmistakably revealed. These volumes 
constitute excellent background material for anyone wishing to follow with 
cognizance the activities of the Economic and Social Council in matters 
erning these industries. 
ome objection may be taken to the organization of these studies, but 
ugh cross-references keep the reader on the beam. It is astonishing that 
otherwise well-documented work the volume on air transport con- 
ns a map without specifying the scale or projection. Both books contain 
well-selected bibliographies. 


\ 


DANIEL MARX, JR. 
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Roofs or Ceilings? The Current Housing Problem. By MILTON FRIEDMAN a) 
GeorGE J. STIGLER. (Irvington-on-Hudson, N.Y.: Foundation 
Economic Education, Inc. 1946. Pp. 22. 25¢.) 


This well-written, closely reasoned, popular pamphlet outlines a cas 
against rent control. In the authors’ opinion “‘rent ceilings . . . cause hap. 
hazard and arbitrary allocation of space, inefficient use of space, retardatio; 
of new construction and indefinite continuance of rent ceilings, or subsidiza. 
tion of new construction and future depression in residential building. 

“Unless removal of rent ceilings would be a powerful new stimulus to in. 
flation, therefore, there is no important defense for them. Actually higher 
rents would have little direct effect on inflationary pressure. ... ” 

According to Professors Friedman and Stigler “legal ceilings on rents are 
the reason there are so few places for rent . . . if rents were freed from lega 
control and left to seek their own levels, as much housing as was occupied 
before the war would be distributed more equally than it was then... unti 
there is sufficient new construction, this doubling up is the only solutior 
(to the present housing problem). “The very success of OPA in regulat 
rents has therefore contributed greatly to the demand for housing and he: 
to the shortage, for housing is cheap relative to other things.” 

Continuation of rent control is now a major issue of public policy. T 
pamphlet, although written by economists who ostensibly employ econom 
arguments, must be classed as a political tract, of the same species as, ¢. 
The Road to Serfdom, though even more timely and specific. Whether orig- 
inally written as propaganda or not, the pamphlet unquestionably will | 
used as propaganda by the real estate lobby in their coming big push t 
wring immediate rent decontrol from the 80th Congress. One-half mi 
copies have been ordered by a single organization—obviously for lobb 
and propaganda purposes. 

If one grants the authors’ premises, both stated or unstated, the econom 
logic of this pamphlet is unassailable—as might be expected from such abi 
technicians. On a policy issue however, the premises are the important 
thing. The following two premises deserve critical notice: 

The stated premise that the present housing ‘‘shortage”’ is no wors 
(relatively) than before the war. This is based on the single statistical fact 
that the ratio of total United States population to number of occupied 
dwelling units is not now essentially different from before the war, nam 
about 3.6 persons per dwelling. Such a ratio is highly ambiguous and mis 
leading. A proper ratio would be that of number of families desirous 
occupying separate quarters, and able to pay for them, to habitable dw 
units available. This ratio has worsened appreciably compared wit! 
prewar ratio. The population-occupied dwelling ratio is misleading becaus 
the Census counts as an occupied dwelling anything in which people live 
regardless of the quality of the shelter. There are more occupied dwellings 
now simply because there are more families who must live somewhere 
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Vacancies have shrunk to a minimum and many substandard and non- 
residential structures have been occupied as dwellings. In brief, the premise 
.t the United States has relatively as much housing as before the war 
sts on distortion and misuse of government statistics. 
2. The unstated and very important premise that government controls 
less efficient economically, and less desirably socially, than the free 
working of the price system. This is a fundamental issue of social philosophy. 
Professors Friedman and Stigler hold that the housing shortage can be 
inated by rent increases. No one doubts this elementary economic 
principle—the question is whether allowing an inadequate supply of housing 
. be rationed by price is an equitable solution to the present housing 
problem. 
- In the short run, housing supply is highly inelastic in respect both to price 
nd to income. Removing rent control would not necessarily get more 
ses built. Under the Wyatt program more housing was started than 
here were building materials to complete—the result was a lengthening of 
average time required to complete residential structures. Since materials 
ire still the limiting factor and their prices have already been decontrolled, 
igher rents, which no one doubts would follow decontrol, would, as an 
ial effect, merely enrich landlords and force more doubling up among the 


wer-income groups—already inadequately housed. 

his pan mP vhlet clearly illustrates the truth of the late Lord Keynes’ classic 
remark “The theory of Economics does not furnish a body of settled 

I tie ‘ene applicable to policy” (Preface to the Cambridge 
Economic Handbooks). Friedman and Stigler evidently feel that their 


ysis does yield conclusions directly relevant to policy—regardless of 
plicating non-economic factors which they choose either to ignore or to 
nk below technical efficiency of the free price system. One important 
ference between theoretical analysis and policy formulation is that the 
heorist has complete freedom of choice among courses of action; the govern- 
nt administrator is always restricted to what is politically, legally, or 
inistratively feasible at a given time. 
Kemoval of rent controls now would not solve the housing problem, but 
d easily « a to worsening inequality in the size distribution of 
nal income, in real terms—a trend which Friedman and Stigler profess 
deplore. If they really do and wish to speak out on policy problems they 
ght perhaps better attack, e.g., the plan for flat percentage reduction in 
rst income taxes—which is clearly regressive in effect. 
ROBERT BANGS 
Washington, D. C. 


Your City Tomorrow. By Guy GREER. (New York: Macmillan. 1947. Pp. 
xiii, 210. $2.50.) 

the unsightly, paper-littered, vacant lots and miles upon miles of blocks 

lied with delapidated houses and business establishments in the heart of 

our cities are matters of increasing concern to city planners and municipal 


ils in general. These eyesores are what remain when the more fortunate 
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citizens move to the suburbs to escape the crowding and high taxes of cities 
With the loss of their best taxpayers and with property values deteriorating 
through neglect, many cities find it hard to make both ends meet. In thi; 
readable little book, based largely upon articles previously published jp 
Fortune, Mr. Greer suggests ways and means of checking the blight of cities 

The discussion includes suburbs as well as the central city. The word 
“community” is used to include the whole metropolitan district, and jt 
“refers always to the entire aggregation of such public services as trans. 
portation, police and fire protection, water supply, sewage disposal, etc.” 
After explaining how the early planned growth of cities both in Europe and 
America gradually gave way to the present planlessness under the influence 
of laissez-faire in the 19th and 20th centuries, Greer summarizes briefly the 
first attempts to check urban blight. Zoning, garden cities, slum clearance, 
piecemeal improvements, all have been tried and found wanting because 
none of them has gotten at the root of arresting decay in the city’s interior 

Only comprehensive planning can cure present urban ills and make our 
cities what they should be in the future. Mr. Greer sees no reason why cities 
should differ greatly in the coming Age of Atomic Power from what they 
should be today. In his scheme of procedure, city officials should first of a! 
make a comprehensive master plan based on all available facts on the com- 
munity as a whole—its resources and industries, people, present layout, land 
uses, housing, transportation, trends, and special problem areas. The plan 
must provide both for replanning the existing community and for future 
growth. Once the broad overall objectives are set, the planners may proceed 
to the practical problems incident to its adoption and execution. 

All town planners run into three fundamental obstacles: (1) lack of ade- 
quate legal power in the local community; (2) an antiquated fiscal set-up, 
and (3) ignorance on the part of the general public. The first obstacle can be 
overcome by permissive state legislation giving urban communities, among 
other things, greater authority over land use and greater powers of eminent 
domain which will permit them to acquire large enough tracts of blighted 
areas to replan on an economic scale. The Kentucky laws authorizing joint 
planning and zoning for Louisville and Jefferson County are a step in this 
direction. 

The crux of fiscal difficulties derives from the fact that municipalities ar 
still dependent for the bulk of their tax revenues upon real estate taxes. In 
the days when most of the national wealth was in real estate that was satis- 
factory, but now that the bulk of wealth is in corporations, municipalities no 
longer get their just share of taxes. Without state or federal aid, therefore 
they are unable to carry out needed rehabilitation. Mr. Greer advocates 
thorough overhauling of the whole tax structure to allocate a fair share of 
revenue to the cities, but in the interim he suggests two rather startling 
methods of increasing local funds. In the first place, he suggests that th 
federal government assume the entire expense, but not the administration 
of education. Secondly he suggests that all gasoline and motor vehicle taxes 
be retained locally. With these additional sums, cities should be able t 
undertake comprehensive planning. 


oc 
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The matter of educating the public may be done by a variety of methods, 
press and radio campaigns, competitions, or citizens’ committees. Mr. 
Greer’s own book is one method. Addressed to the average citizen, it pre- 
ents a complex problem with the clarity and simplicity that only an au- 

rity can supply. The author has had practical experience in the field, 
both with the federal government and as one of the editors of Fortune, in the 
Syracuse, New York, planning project. He gives both the experience with 
the Syracuse project and Boston’s prize contest for a master plan as con- 
-rete examples of how comprehensive community planning may be initiated. 

Although Mr. Greer has such practical suggestions to make regarding the 
preparation of a master plan and the means whereby the obstacles to its 
execution may be overcome, he stops short of the method of administration 
after the plan is adopted. For a consideration of that problem, the serious 
student must go to other recent books on the subject such as New City 
Patterns, by S. E. Sanders and A. J. Rabuck. But since Greer’s book is 
designed primarily to educate the general public to the need of compre- 

ensive planning, perhaps it should stop with the adoption of a plan. Once 
a need receives popular recognition, technicians can always work out 
methods of administration. 

Incidental to his main thesis of comprehensive community planning, Mr. 
Greer includes a penetrating analysis of the accomplishments and short- 
comings of the United States Housing Authority and of various rehabilita- 
tion schemes for blighted areas. Also deserving of special mention is his 
final chapter on A Vision of Fair Cities which should convince the most 
skeptical citizen that our cities might be made pleasanter places in which to 

VIRGINIA TURRELL 

Smithtown Branch, 


Labor and Industrial Relations 


A National Labor Policy. By Harotp W. Metz and MEYER JACOBSTEIN. 
(Washington: The Brookings Institution. 1947. Pp. ix, 164.) 


This is the second volume! in “a systematic study of federal labor policy” 
begun by the Brookings Institution in 1943. In contrast to the first volume, 
which purported to be “‘confined to the presentation of the facts,” this 
tudy ‘‘appraises existing labor policies and makes concrete suggestions for 
appropriate modifications.’ Since the recommendations set forth in the 
second volume are based on the facts presented in the earlier work, it has 
not been possible to appraise one book without reference to the other.* 

Part I of A National Labor Policy sketches with not too great accuracy 


' The first was Harold W. Metz, Labor Policy of the Federal Government, 1945. 

* From Harold G. Moulton’s preface to A National Labor Policy, p. v. 
_* The earlier book was glowingly reviewed in the September, 1946 issue of this Review, ppe 
‘U2-11. Fora different evaluation, see Herbert R. Northrup, “Literature of the Labor Crisis,” 
Pol. Sci. Quart., Vol. LXI (Sept., 1946), pp. 426-29. 
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the background and present status of federal labor policy and the “‘Politica) 
Aspects of the Labor Movement”’ in a bare fifty pages. After “Nationa 
Goals and Requirements” are laid down, the remainder of the book js 
concerned with specific recommendations which include the following: 
(1) Illegalizing by anti-trust legislation simultaneous strikes by unions 
“against two or more employers for the purpose of restricting or limiting the 
movement of goods in interstate commerce” and the corollary outlawing of 
multiple-employer bargaining units; (2) Outlawing of sympathetic and 
jurisdictional strikes; (3) Denying protection of the Wagner Act to em. 
ployees or unions striking in defiance of contract or engaging in violence: 
(4) Terminating bargaining rights of unions which picket in violation oj 
the Wagner Act (cross picketing), which otherwise picket to attempt t, 
cause a law violation, which place untrue statements on pickets’ placards, 
or which engage in mass picketing or violence; (5) Outlawing boycotts by 
“criminal means, injunctions, civil damages, and the suspension of the 
bargaining rights of the unions which utilize the device”; (6) Outlawing 
all forms of union security; (7) Requiring unions to bargain; (8) Delineating 
by law the nature of the obligation to bargain and the subject matter 
thereof; (9) Making collective agreements enforceable and unions suable 
under federal law; (10) Requiring unions selected as exclusive bargaining 
agents to be open unions, democratic in organization and structure, and 
free from guilt in any of the above proscribed activities; (11) Granting 
greater “free speech” to employers; (12) Reorganizing of the National 
Labor Relations Board to require court rules of evidence, separation oj 
prosecuting and judicial function, and enlarging its membership to seven 
or nine; (13) Reorganizing the U. S. Conciliation Service as an independent 
branch of the Executive Department. 

The recommendations present a curious anomaly. On the one hand, th, 
authors would reduce unions to local organizations. On the other, they 
would subject them to enormous federal control. It should be noted that 
no corollary treatment is proposed for business, which is to be permitted 
to retain its interlocking relationships, holding companies and multiple 
plant ownership structure. To take a current example, American Telephone 
and Telegraph Company may continue to set the labor policy of its con- 
trolled affiliates, but if the National Federation of Telephone Workers at- 
temps a similar strategy, it is to be restrained by ‘“‘anti-monopoly”’ legis- 
lation! 

Messrs. Metz and Jacobstein contend that collective bargaining works 
best at the local level; that industry-wide bargaining tends to promote price 
fixing, “political determination of conditions of employment,” and gover: 
ment intervention in labor disputes and that it places overwhelming bar- 
gaining power in the hands of the union over the employer. They ais0 
declare that the NLRB has tended to use every opportunity to promote the 
widest possible bargaining unit and to establish multi-plant bargaining 
units. 

These arguments are undocumented, inconclusive, superficial and contri 
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ry. On page 57, the authors state that unions perform a definite func- 
preventing price cuts. Four pages later, they argue that unions 
ain wages (and hence prices) too high and therefore must be shorn of 
effective power. For the most part they appear to generalize from 
perience in the coal industry where labor relations have rarely been 
.ctory no matter what has been the scope of bargaining. The jus- 
ion for such generalization has yet to be demonstrated. 
\s a matter of fact, the pros and cons of industry-wide bargaining, 
h are so superficially treated here, have not been fully expiored any- 
How, for example, would such a ban affect collective bargaining in 
building, garment, maritime or other industries where typically a 
single worker is employed by numerous companies over a short period? 
[he application of antimonopoly laws to collective bargaining involves the 
f a mechanism ill fitted to labor relations and one which has been 
¢ but an unqualified success in its own field. Such a ruthless smash- 
of established collective bargaining relationships as these authors pro- 
se is likely to aid no one. Moreover, as Professor Slichter has pointed out, 
[he prohibition of industry-wide bargaining could impose a grievous 
rden on employers because it would help unions pursue the policy of 
them off one at a time’... for many small employers bargaining 
. group is their only hope of gaining some rough equality with large 
| powerful unions.’ Such a policy could be pursued by local as well as 
,al unions in many industries. 
Finally, it should be emphasized that in so far as reference is made to 


NLRB policy, the authors base their recommendation on Metz’s funda- 


11 misconception of the NLRB’s bargaining unit policy in general and 
‘Globe” doctrine in particular. In his previous work as well as in this 
Metz declares that the NLRB continually strives to set the widest 


rgaining unit possible and to encourage the formation of multi-plant 
ts at the slightest opportunity, and he further states that the ‘‘Globe”’ 
rine is an instrument to this end. Actually, of course, the Board 


y is much more nearly the exact opposite and the “‘Globe”’ doctrine 
rmits small groups of workers to establish themselves as bargaining units 
‘t from larger industrial units. The whole trend of Board cases since 
s been away from the larger unit doctrine, as nearly all students of 
lem have pointed out on many occasions.5 
he proposal that the Wagner Act should be amended to exclude from 
rotection strikers and employees guilty of violence is based on a mis- 
rstanding of NLRB policies. The Board has repeatedly refused to order 
tatement of strikers guilty of serious misdemeanors, and again in the 
Professor Slichter, ‘‘In the case of strikes which are not provoked 
H Siichter 


‘To End Strikes in Essential Industries,’’ New York Times Magazine, Jan- 


D. O. Bowman, Public Control of Labor Relations (Macmillan, 1942), Part ITT; 
ective Bargaining Policy (Industrial Relations Counselors, Inc., 1945), pp. 25 
ry, Labor and the Law (W. W. Norton, 1946), pp. 239-52. 
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by unfair labor practices, the employer is not required to dismiss mep 
hired during a strike in order to rehire strikers.’ 


Few will quarrel with constructive provisions designed to control sym. 


pathetic and jurisdictional strikes. Merely proscribing them, however, is no; 
sufficient. Methods must be developed to deal with them. For example, jt 
might be well to divide jurisdictional strikes into two categories. The tra. 
ditional type involving a quarrel over what craft should do a certain piece 
of work might be settled by requiring the parties to agree to binding artj. 
tration, but in the event of their failure to do so, providing that the Secre. 
tary of Labor appoint an arbitrator with power to issue a binding award 
enforceable in the courts. Jurisdictional strikes over the right to represen; 
employees should be settled through NLRB procedure with the Board's 
power enhanced so that it could order unions as well as employers to cease 
interfering with bargaining agent determinations and secure the enforce. 
ment of such orders in the courts. This latter procedure would be ample to 
take care of the problem of cross picketing, secondary boycotts, and similar 
questionable labor practices and would be much more satisfactory than 
either criminal sanctions, which are generally inappropriate, or than ter. 
minating bargaining rights, which removes from the scene (and from ¢f- 
fective sanctions) those with authority to effectuate a settlement. 

In their zeal to exterminate undesirable union practices, the author 
would deny a union the right to place untrue statements on pickets’ pla- 
cards. Falsehoods are, of course, reprehensible, whether broadcast through 
picketing signs, nationwide advertisements, or any other media. The 
authors appear to forget, however, that free speech is a constitutional right 
and that censorship of any medium of expression is repugnant to that right 

The reviewer agrees with the authors that the closed shop is a generally 
undesirable practice. He does not believe, however, that merely outlawing 
it will have any great effect. As in Great Britain, union men will merely 
refuse to work with non-union men, which is their legal right. Such a prac- 
tice would also cause a further disregard for law and order which the 
authors are so anxious to preserve. Moreover, it is neither fair nor accurate 
to propose outlawing all union security clauses on the basis of arguments 
against the closed shop. It would seem more advisable to get at the evils of 


up impartial machinery for review of any discharges initiated by unions 
pursuant to union security clauses. The NLRB would be the obvious 
administrator of such provisions. 

The proposals to make unions “‘suable”’ and to delineate the required con- 
tents of collective agreements have not been very well thought out. As 
matter of fact, unions can now be sued in most jurisdictions. A special law 
making collective agreements “enforceable” may be desirable to end con- 
fusion, but the authors apparently are not aware of what they are asking 
Except for illegal stoppages, of which there are few, unions have little oppor 
tunity to violate contracts, which are primarily management regulating 


® Slichter, op. cit., pp. 7, 51. 


the closed shop by requiring all unions to remain open unions and settin 
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es. As a result of actions of foremen, many unintentional, management 
be the defendant in more than three-fourths of the cases arising from 
in invitation to take labor relations to the courts. 
lust how the authors would delineate what management must bargain 
bout with unions in view of the wide diversity of subject matter which is 
w found in collective agreements, they do not make clear. One gathers 
t Congress ought to legislate away possibilities of change or differentia- 
among industries, neither of which is likely to be satisfactory nor con- 
ve to labor peace. 
lhe recommendation that unions, like employers, be required to bargain 
ne with most thought today. It represents, in fact, equalization of the 
Wagener Act and is long overdue. 
In suggesting that the unions selected as union bargaining agents should 
democratic in organization and should remain open unions, the authors 
ve made a worthy contribution. It should be pointed out, however, that 
th the NLRB and the courts have already taken formative action in this 
Moreover, it will not be enough to require that democratic 
tices be made a condition of certification by the NLRB. The most 
-et-ridden unions in this country—those in the building, amusement, 
ind longshore industries—rarely, if ever, use the machinery of the NLRB. 
Consequently, it would seem preferable either to set up a separate agency to 
ith the problem, or as proposed by the American Civil Liberties 
n, to grant the NLRB requisite authority. If the last is done, special 
tion must be given to the problem of race discrimination which has 
urished in the railroad unions under the Railway Labor Act, and over 
ch the NLRB has no jurisdiction. 
Phe idea that the NLRB denies employers “free speech” is one which has 
her fatal fascination for many observers, but which is, fortunately, not 
curate today. It is based on the regrettable zeal of the first members of 
e Board to curb employer unfair labor practice, but since 1942, at least, 
; had little basis in fact. Nevertheless, the authors (having regained their 
cern with free speech which they neglected when dealing merely with 
kets’ placards), repeat the ill-founded charge here (and Dr. Metz re- 
hoed it before the Senate Labor Committee) and go on to suggest appro- 
riate remedies. The reviewer is at a loss to determine what can be gained 
by writing a constitutional] right into a particular piece of legislation, but 
erhaps it is one way to satisfy the emotions which recent labor disturb- 
es have engendered. Certainly it will do no harm, but it is only fair to 
that it will contribute nothing to sound industrial relations nor will it 
ange the policies of the NLRB. 
(he idea that the NLRB should be reorganized to separate its judicial 
| prosecuting functions has an alarming emotional appeal. It ignores the 
\LRB’s fine record of minute observance of due process; the fact that there 
ire humerous agencies operating under similar procedures concerning which 
0 similar suggestion is made; and the fact that Congress has enacted a far 
ng administrative procedure act to guard against any administrative 
xcesses. It would destroy the efficiency of the administrative process, and 
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particularly, act to prevent compromise off-the-record settlements whi 
the Board now secures in 85 per cent of its cases. It will be a questionab), 
gain indeed if, tocomply with some fine legal theory, cases before the NLRB 
are further slowed down and formalized to such an extent that quick infor. 
mal settlement is rendered impossible. The authors might better have ree. 
ommended that the NLRB be given sufficient appropriation to fulfil! jt; 
task in the manner Congress originally intended, but which has since beer 
made almost impossible by successive budget cuts. 

The reviewer has confined his attention largely to the recommendations 
Basic to them, however, are the book’s statements of alleged fact and its 
tone. The former are mainly summarized from Metz’s earlier work concerp. 
ing which adequate comment has been made.’ It may merely be empha- 
sized that the two books, taken together, are replete with errors and with 
misstatements of fact and policy, which are in turn derived from question- 
able sources and biased or unwarranted interpretations. 

As to the tone, A National Labor Policy (like its predecessor volume 
distinctly partial. Labor has been painted as an all-powerful colossus which 
must be broken up in the public interest; industry as a thoroughly regulated 
group over which the body politic has adequate control. Despite some truth 
in the painting, it remains a caricature. Published by an organization whict 
is ““Devoted to Public Service through Research and Training in the Social 
Sciences” and which previously had sponsored Professor Slichter’s scholarly 
Union Policies and Industrial Management, A National Labor Policy (and 
Metz’s previous book) can only serve to confuse and bewilder. 

Perhaps even more unfortunate than partiality is the lack of a labor rela- 
tions point of view. Rather, the book smacks of an emotional reaction to a 
problem which requires a thorough and dispassionate analysis. For the most 
part, the problems on which the authors touch are merely surface manifes- 
tations of a central issue, the role of unions in our society, upon which they 
shed little light. The authors, moreover, demonstrate little understanding of 
the chaos, disrespect for law, and general confusion which would result from 
their unworkable recommendations. Certainly most of the recommenda 
tions would not only curb the strength of unions, but they would great 
enhance the difficulties of industrial management and materially reduce the 
opportunity for industrial peace based on mutual understanding. 

HERBERT R. NORTHRUP 

New York School of Social Work, 

Columbia University 


Wages under National and Regional Collective Bargaining. By RICHARD A. 
LesteR and Epwarp A. Rote. (Princeton: Princeton Univ. In- 
dustrial Relations Section. 1946. Pp. 103. $1.50.) 


This report, the first of three related studies in the field of wage deter- 
mination undertaken by the Princeton Industrial Relations Section, seeks 


7 See note 3, supra. 


Stove Industry, Uniform Piece Rates in Full-Fashioned Hosiery, Uniform 


seven industries reviewed. An abbreviated appendix on Swedish and British 
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swer the general question of how the machinery for national or re- 
ective bargaining has operated where tried. The remaining two 
will attack the problems of the determinants of company wage 
nd the maintenance of an effective prograra of job evaluation 

the company. 
specific objective of the present report is ‘“‘to discover the problems 
obable success that would be likely to attend attempts to achieve 
niformity through regional and national collective bargaining in 
ifacturing industries. The study, therefore, emphasizes factors 
t tend to disrupt wage equality under multiple-employer bargaining as 
factors that encourage or reinforce wage uniformity.” This it does by 
ito ten-page factual surveys of the experience of national or area 
itions in seven industries. The nature of its findings is suggested by 
pter scnilinael Wage Uniformity in Pressed and Blown Glassware, 
niformity in the Pottery Industry, Declining Wage Equality in the 


tates in Silk and Rayon Dyeing and Finishing, Increasing Wage 
Equality in Flat Glass, Uniform Time Rates in West Coust Pulp and Paper. 
follows a chapter of conclusions which provides at the same time a 

her nice summary of the more significant observations within each of the 


rience with wages under national bargaining completes the book. 
[he Princeton Industrial Relations Section and the authors of this study 
ire to be congratulated for this foray into territory that has long demanded 
ration. At the same time, by their own admission that from the present 
y “only tentative conclusions can be drawn,”’ it is clear that more ex- 
sive and intensive investigation is still required. This report but points 
he way, as the authors would probably be the first to admit. Because this is 
e case the following comments are less by way of criticism than suggestion. 
[he problems of wage determination under industry-wide bargaining 
re sharper definition. For example, the intricacies and perplexities of 
g uniform wage schedules in an industry of more than one employer 
bably central to any such study, as is here recognized. But what are 
iestions which require examination and answer? Their number must " 
ned to manageable proportions and they must be made specific 
gh to provide the focus which this more general survey lacks. Absence 
is has given a picture of indistinct outline. Thus the report concludes 
wage uniformity is not essential under national wage negotiations, but 
mples cited indicate only that uniformity may be based on standards 
an geography, occupation or technology. What governs the choice of 
standards? Are the attending problems the same under each? Focus is 
needed to sl ape the issue. 
lysis of the problems of wage determination under industry-wide 
rgaining requires fuller development. The conclusions of this study, 
tiered essentially as factual observations, provide only a point of depar- 
ire. Certain questions cry out from the pages. On page 91, for example, it 
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is found that wage uniformity is more easily maintained for piece rates an; 
for occupations or skills peculiar to an industry than for time rates ang 
occupations common to a number of industries. On page 92, in differep; 
context, it is noted that of the seven industries studied greatest employer 
opposition to wage uniformity exists in the flat glass industry. Is this op. 
position in any way related to the fact that organized employes in flat glas 
are primarily on time rates (plus incentive) and to an important extent ar 
semi-skilled or unskilled? Since of all the industries analyzed flat glass ey. 
hibits the greatest industrial concentrations and is more akin to other large. 
scale industries, this inquiry would seem pertinent to the feasibility of wage 
uniformity through national bargaining in large manufacturing industries 
determination of which constitutes a primary purpose of the study. The 
chapter on conclusions is, however, singularly free of emphasis on large. 
scale manufacturing and the significance of the findings with respect to it. 
Sharper focus of the issues must of course precede the fuller analysis tp 
which this study points. 

Concepts and criteria of judgment must be more adequately explained 
than in the present report. What, for example, shall be adopted as a measure 
of wage uniformity—trates or earnings? What are “‘the economic interests 
of the industry as a whole?” In what sense are national wage agreements 4 
“stabilizing factor” (p. 10), a “stabilizing influence” (p. 20), a “stabilizing 
force”’ (p. 67), a contributor to “stable relations” (pp. 20 and 88)? What is 
meant by “stabilization” of the industry (pp. 22, 30, 61 and 77) or “‘in- 
dustrial stability” (p. 63)? In what context are identical direct labor costs 
between mills a “‘stabilizing influence” (p. 57), or does an employers’ as- 
sociation exert a “‘stabilizing influence” (p. 60) or non-union competition 
constitute an “‘unstabilizing factor” (p. 43)? It is not that there is no mean- 
ing to such concepts but that there is more than one meaning, so that intent 
is obscured. 

Inter-industry comparisons are treacherous at best, and some of the 
deficiencies of this report are all but indigenous to a pioneer work. Both 
specialist and non-specialist will nonetheless find this a useful piece of work 
To those who build upon its foundation it will prove most valuable and sug 
gestive. 

NEIL W. CHAMBERLAIN 

Yale University 


Mutual Survival—The Goal of Unions and Management. By E. WicH 
BAKKE. (New Haven: Yale Labor and Management Center. 1946 
Pp. v, 82. $1.00.) 

To get the basic data for this little book Mr. Bakke interviewed some 
sixty leaders in management and sixty union leaders in nine industria 
centers of the United States. In his foreword, Mr. Bakke indicates that each 
of the persons interviewed was “encouraged to speak freely under a pledge 
of strict confidence concerning his relations with management or organized 
labor, as the case might be, and concerning the nature of his own task which 
placed compulsions upon him in his dealings with the other party.” 
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S and In its organization the book falls into two parts. In the first chapter, 
sani [en “Effective Unions and Sound Management,” and the last chapter, ‘“‘The 
ferent Basic Issue,’ the author presents some of his own views on labor relations. 
love [P= The intervening chapters entitled “Management Looks at the Union,” 
is op. = “Management Speaks for Itself,” “Union Leaders Look at Management,” 
glass JP) and “Union Leaders Speak for Themselves” represent an ingenious report- 
itare [EP ing technique. In the chapters concerned with management’s views of 
ss ex. [EP labor unions and conversely the trade union leaders’ views of management, 
large. the author summarizes the major problems faced by each of the protag- 
wage nists vis d vis the other. Specific examples of the problems are given, the 
tries, [f) assumptions ascribed by each group to the other in the social structure are 
~The IE) brought to light, and the favorable factors, i.e., compensating considerations 
arge- arising out of collective bargaining, are presented. 

to it Some of the problems facing management, according to Mr. Bakke, are 
sis to “infringement on management function, prerogatives and freedom,” “‘de- 


velopment of loyalty of employees to the union by means which reduce 


ained J loyalty to the firm,” “‘use of unsound economics (in collective bargaining),” 
asure etc. The sort of problems which the union faces are “resistance to increasing 
rests the area of terms and conditions of employment determined collectively,” 
nts a ‘winning loyalty to the company often at the expense of the union,” 
izing lealing with the union as an ‘outsider,’ a third party, and not as an integral 
atis © art of the enterprise,” etc. These examples are given to indicate that Mr. 


in- Bakke’s findings regarding conflicts of collective bargaining are essentially 
costs of the same nature and content that other students in the field have con- 


s) as. sidered. On the other hand, the examples given by the author do point up 

ition some of the specific areas of conflict. 

1ean- Each of the chapters devoted to classifications of types of conflict are 

tent followed by chapters in which excerpts from the conversations which Mr. 
Bakke had with management and labor leaders are presented. They make 

the —— interesting reading but add little to the general fund of knowledge concern- 

Both ing the personal relations existing between representatives of management 

vork and trade union spokesmen. 

sug In the first chapter, which is in effect a summary and tentative conclusion 
f the study, Mr. Bakke argues that collective bargaining is a business 

IN process by which industry, as an institution, and the trade union, as an 


stitution, accommodate or adjust one to the other. In this process a code 
behavior is developed which has as one of its objective manifestations the 


1GHI trade union contract. Mr. Bakke is of the opinion that ‘“‘the great majority 
946 of employers and labor union leaders are not out to ‘bust’ or ‘hamstring’ or 
) take over the other. But they can do that without intending to do so by 

ome fighting for their own survival in ways which endanger the survival of the 
tria other. The end result will be the overwhelming of both free management 
each and free unions” (p. 18). In other words, Mr. Bakke is of the opinion that 
edge the process of adjustment and accommodation by unions must be of such a 
ized iture as to permit the survival of management and vice versa. If this is 
not done, “they will all go down together in the resulting chaos or in the 


+ 


itation which will arise from public demand to avoid chaos. Free 
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unions, free management, free enterprise and free society will survive or gc 
under together” (p. 18). This thesis is neither new nor does it lack suppor: 
among many if not most of the “liberals” of our society. In this particyla; 
work, however, Mr. Bakke offers no hint of procedure by which this ag. 
commodation and adjustment takes place, nor of the sorts of agreemen; 
which might distort or destroy ‘‘the highly delicate mechanism of the 
American Economy,” as well as the democratic political structure. These 
considerations seem to be crucial questions to the reviewer. Perhaps the 
work in process or work to be undertaken by the Labor Management (ep. 
ter specifically deals with an analysis and evaluation of the processes of 
adjustment. 

Mr. Bakke holds no brief that he has written a definitive work on the 
question of mutual survival of unions and management. He modestly jp. 
dicates that the present interim report grows out of “one of the projects 
tributary to the major project ‘Determinants of Reactions to Unions by 
Workers, Management and the Public.’” To one interested in the general 
field of labor, the larger study as well as the four or five other studies pres. 
ently being conducted by the Labor and Management Center at Yale 
University and dealing with various phases of the economics, psychology 
and sociology of labor relations, must be eagerly awaited. 

SIDNEY C. 

Syracuse University 


Industrial Peace and the Wagner Act—How the Act Works and What ToD 
About It. By THEODORE R. ISERMAN. (New York: McGraw-Hill. 1947 
Pp. 88. $1.50.) 


Getting Along With Unions. By RussELt L. GREENMAN and ELizapets B 
GREENMAN. (New York: Harper. 1947. Pp. 158. $2.50.) 


These two small volumes, both written from the viewpoint of manage- 
ment by persons with experience as management agents, provide a study in 
contrasts. The Greemans discuss the art and problems of collective bargair- 
ing. Mr. Iserman directs himself to the problems related to the Nationa 
Labor Relations Act. Although the treatment is set by the framework oi 
their purposes, there are many points where the same subject matter and 
issues fall within the scope of each. The diversity of opinion in the tw 
booklets is marked. 

The major contrast is in the attitudes which are revealed at almost every 
point. The Greenmans impress with a spirit of fairness and a sense of under- 
standing, and impartiality. Theirs is not a one-sided treatment. One migit 
not agree with them on all of their suggestions or conclusions, but one wil 
be impressed with the wholesomeness of their approach. This cannot be 
said of Mr. Iserman’s volume. Its tone is caustic, if not vitriolic. It purports 
to be a serious appraisal of the National Labor Relations Act but is mort 
nearly an elaborate restatement of an oft heard and easily recognize 
emotional viewpoint. It is a one-sided attack of questionable constructive 
value. Although it remains true that many valid issues are raised, they art 


D, 
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xed with invalid ones and so indiscriminately and subjectively treated 
booklet fails to enlighten; it will lead the undiscriminating person 
nd it requires prior knowledge with which to discriminate between 
ind bad. It would appear useful only as an expression of a partic- 
arrow viewpoint. Nevertheless, the booklet also has the pedagogical 
of 1 aising true and false issues without adequate identification and of 
-ing down so many false or biased conclusions that the instructor can 
ve a “‘fiel id day” in illustrating the pitfalls of prejudice and the crying 
ed for clear, straight thinking about the really fundamental and true 
sues in the field. 
lhe thesis of Mr. Iserman’s work is that the Wagner act has failed and 
even without poor administration, which he attempts to show has been 
teristic of it, the act, unless extensively altered, would always fail, 
based on false premises. He accuses the Board of having annihilated 
nions and with having created big ones through its administrative 
es. Not even for a moment is there any recognition that the growth in 
of unions is closely related to the structure of our economy. Mr. Iser- 
man does not say that big craft and industrial unions are, perhaps, inevi- 
table when freedom to organize is allowed. ‘“‘One clear result of the Wagner 
‘he complains, “has been to increase the money and members behind 
quarrelsome men who have led the great federations and the 
ms that compose them.” 
He arrays fourteen important developments and only excuses some who 
ted for the Wagner Act on the ground that they failed to see the results. 
issification is haphazard. First in his list of developments which 
esumably could have made for a difference in the voting is his contention 
it the Supreme Court in upholding the power of Congress to compel em- 
yers to bargain collectively ‘“‘by the same token, showed that Congress 
forbid collective bargaining or restrict it severely.”’ It may be wondered 
vy many people were ever unaware of this. Other developments which he 
ns the supporters of the act failed to see are the following: rapid 
wth in union membership, strong unions more than a match for em- 
ers, lessened importance of independent unions, the C.I.O. as a rival 
A.F. of L, the National War Labor Board to which unions carried 
problems instead of to collective bargaining, the unions’ claims to 
cal strength to which legislators ‘“‘appeared to be sensitive,” the wage 
reases of the war and postwar years the effects of which “are not yet 
’ the refusal of the courts to restrict the Board, the presumption of the 
me Court “‘that members of the Board are generally better qualified 
ourts to deal with matters under the Act,” and the expectation that 
laints against the act and Board would avail little and that the 
resident would veto the Case bill. Why all of these things should be ar- 
yed against the judgment of those who supported the enactment of the 
nov. Ciear 
Underlying each of Mr. Iserman’s criticisms of the Wagner act is his 
bJection to the increased power which unions have acquired. He complains 
nat the act “‘clearly shifts the balance to favor employees against em- 
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ployers.”” Elsewhere his criticism is of the power unions have been giyey 
over employees and the destruction of minorities and independent uniop: 
After discussing various other points he concludes with the revealing not, 
that the remedy lies “in making the power relatively commensurate wij) 
the unions’ proper needs’’ (italics supplied). The “proper need” appears t 
be weak unionism. 

To specifically illustrate the contrast between the approach contained jp 
the two volumes we might look at the way the issue of unionization of fore. 
men is treated. With considerable feeling Mr. Iserman holds that ‘ ‘contrary 
to the Act’s intent” the “Board unionizes management people,” and cop. 
tends that “the Board has disregarded the clear language of the Act” and 
has thereby impaired the act’s declared purpose to increase output. Finally 
he holds that unionization of foremen is inconsistent with American ideas 
The Greenmans, on the contrary, do not see the organization of foremen as 
growing from the malicious intent of the Board in misapplying the ac 
They see it originating in the ‘“‘mounting tendency in management to take 
away many powers which used to be vested in foremen—the hiring, ; 
moting, and laying off of employees and granting wage increases,”—and as 
an effort on the part of foremen “‘to restore their bargaining position in 
relation to top management.” They conclude that “there is nothing in the 
Wagner act to prevent management from giving to its foremen sufficient 
authority and responsibility to make them management representatives 
100 per cent.” They suggest that if this is done ‘‘perhaps the foremen them. 
selves will decide that their interests lie with management and not with any 
labor organization.” Herein is found the core of the problem. It is not found 
in amendment of the Wagner act. 

Likewise, a contrast is found in the treatment of seniority. Whereas Mr 
Iserman deprecates the power of unions to acquire seniority clauses in con- 
tracts with employers, the Greenmans recognize that the drive for seniority 
existed prior to the act and has always been given consideration even in the 
absence of unionization. They are not unaware, however, of the implications 
of seniority provision and give a realistic management discussion of ther 
issues it raises. 

Again, Mr. Iserman says that “free speech should be restored.” 
Greenmans say “‘of course everyone still has the right of free speec ch. ? 
still possible for company executives to express their own opinions.” This 
is the true position; for management only must guard against coercion oi 
employees. 

On the whole the Greenmans have written a book which will be profitab) 
and widely read. It provides an excellent discussion of collective bargaining 
and reveals a healthful management approach to the needs of our times 1 
this highly controversial field. Few categorical answers are given and 
person, novice or expert, will be better equipped for having taken the tir 
to read and reflect upon the experience revealed in its pages. 


VERNON H. JENSEN 
Cornell University 
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Trends in Collective Bargaining. By S. T. WiILttAMson and HERBERT 
Harris. (New York: Twentieth Century Fund. 1945. Pp. ix, 254. 


$2.00.) 


Contrary to the implications of its title, this book is not primarily a study 
: trends. Here and there a bit of historical evidence is introduced but the 
iy of trends as such is limited to a review of wartime experience. The 
tent of the book falls into three fairly distinct sections. 
[he first section (Chapters 1-11) is concerned with the nature, extent, 
cedures and results of collective bargaining. This is largely digested 
an earlier study published by the Fund, How Collective Bargaining 
rks. Some effort is made at critical analysis and evaluation but the 
-nalysis is essentially superficial and glosses over or bypasses the funda- 
mental problems. The attempt, for example, in Chapter 1 to define collec- 
bargaining recognizes, only to ignore, the basic fact that collective 
rgaining rests on actual or potential coercive power, and that an approxi- 
on of actual free bargaining may be found only in those situations in 
hich coercive power is restrained either by law or market forces. For 
another case in point, the contribution of technological change to higher 
wage and hour standards is noted, but this notation is limited to two para- 
craphs in the wage chapter and one sentence in the chapter on hours of 
work. Such relative weighting throughout the section makes it a case for 
ollective bargaining rather than a fundamental analysis and evaluation. 
Mr. Harris, in Chapter 14, discusses the human relations aspect of in- 
lustrial relations with special reference to collective bargaining. His discus- 
is interesting and suggestive, but largely hortatory. In effect it is 
equally critical of unions and management. Although Mr. Harris deals with 
a fundamental factor in industrial relations which derives from the mech- 
, specialized character of modern industry, he does not recognize 
fact that the major part of the problem he deals with derives from the 
ration caused by the deep, long continued unemployment of the 1930’s. 
rhe final section presents the Report and Recommendations of the Labor 


that no reference is made to previous sections of the book, and the “‘case 
for unionism” in the Report introduces a new and somewhat inconsistent 
irgument. The case for unionism is made to rest on the tacit assumption 
it we have not had, and neither can or should have, a free enterprise 
system controlled by effective competitive markets (pp. 218-28). The 


Report argues for a species of syndicalism, to be implemented by the 
specific recommendation for more industry-wide collective bargaining. 
Both management and unions are exhorted at length to use such monopoly 
power in the public interest, but since no yardstick or public control devices 


s end are provided it appears reasonable to assume that the Com- 

tee either deems exhortation to be sufficient or that it was unable to 

gree on any other formula. Two types of government interference with 

ns are advocated; (1) “fair labor practice boards” to make unions treat 
embers properly; and (2) public audits and reports of union finances. 


mmittee of the Fund. The report is essentially an independent document 
| 
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To the reviewer the central problem presented by unionism is the matte 
of a proper and workable delegation by the state of coercive power to volyp. 
tary associations of workers. Despite the fact that such delegation ha 
already clearly gone too far, this Report would extend it. The only limit, 
tions proposed are those to protect members against their unions. Otherwix 
the problem is left to hope and exhortation. 

R. W. STON} 

University of Chicago 


( 
] 


TITLES OF NEW BOOKS 


Economic Theory; General Works 


x, L. V. A preface to economics. (New York: Harper. 1947. Pp. ix, 289. $2.50.) 
eyaut, P. F. and Biopcett, R. H. Current economic problems. 3d ed. (New York: Harper. 
1947. Pp. viii, 760.) 

2K. Johann Friedrich Schar und die entwicklung der betriebswirtschaftslehre mitteilungen 
lem handelswissenschaftlichen seminar der Universitat Ziirich. Neue Folge 80. (Zurich: 
ithen & Co. 1946. Pp. 13.) 
oL, R. Volkswirtschaftslehre ein abriss der wichtigsten lehrmeinungen. 3d ed. (Vienna: 
1946. Pp. xxii, 208.) 
H. Freedom and reform—essays in economics and social philosophy. (New York: 
1947. Pp. 409. $3.50.) 


\. C. Income: an introduction to economics. (London: Macmillan. 1946. Pp. 118. $1.50.) 


The American individual enterprise system, 2 vols. By the Economic Principles Commission of 
the Nat. Assoc. of Manufacturers. (New York: McGraw-Hill. 1946. Pp. xiii, 587; 531. $10.) 
esearch and the development of economic science and public policy. Twenty-fifth anni- 

r. no. 3. (New York: Nat. Bur. of Econ. Research. 1946. Pp. ix, 198. $1.) 
lve papers by distinguished investigators from England, France, Holland, Sweden 
United States. Contributions by W. C. Mitchell, A. Loveday, H. G. Moulton, E. 
\, Guldenweiser, Per Jacobsson, Charles Rist, R. B. Warren, L. W. Douglas, John Jewkes, 

linbergen, R. H. Coats, J. S. Davis. 
e of Jean Bodin to the paradoxes of Malestroit. Translated from the French 2nd ed. 
Col. G. A. Moore, U. S. Army, Retired. (Chevy Chase: Country Dollar Press. 
xviii, 90. $2.75.) 


Economic History 


S. B. and Core, C. W. Economic history of Europe. Rev. ed. (Boston: D. C. Heath. 
Pp, xiv 884. $5.) 
; an added chapter on the second world war. 
M. The shaping of the American tradition. (New York: Columbia Univ. Press. 1947, 
xxiv, 1247. Textbook ed. $6.) 
ver, K. F., editor. Readings in European economic history. (Toronto: Univ. of Toronto a 
1946. Pp. x, 437. $4.75.) 
rhe rise of dependent cultivation and seignorial institutions by Marc Bloch; 
int life and rural conditions by Eileen Power; The agrarian problem in the sixteenth 
R. H. Tawney; The Merchant Adventurers Company in the reign of Elizabeth 
Unwin; The rise of the British coal industry by J. N. Nef; Mercantilism by E. F. 
r; The industrial revolution in the eighteenth century by Paul Mantoux. 
ATOURETTE, K. S. The history of Japan. Rev. ed. of The development of Japan. (New York: 
Macmillan. 1947. Pp. vi, 290. $4.) 
MAY x, L. A. China a model for Europe. Two vols. bound together. Vol. I, China’s economy 
ind covernment admired by seventeenth and eighteenth century Europeans. Vol. I1, Despotism 
in China (translation of Francois Quesnay’s Le despotisme de la Chine [Paris, 1767]) (San 


\ntonio: Paul Anderson Co. 1946, Pp. xi, 334.) 
‘DERLIN, W. S. The great national project—a history of the Chesapeake and Ohio canal. 
Johns Hopkins Univ. stud. in hist. and pol. science ser. LXIV, no. 1. (Baltimore: Johns 


Hopkins Univ. Press. 1946. Pp. 331. $3; cloth, $3.75.) 


_ 


500 THE AMERICAN ECONOMIC REVIEW 


Scuotes, W. V. The Diego Ramirez visita. Univ. of Missouri stud., vol. XX, no. 4. (Columbi, 
Univ. of Missouri. 1946. Pp. 97. $1.25.) 


National Economies 
Das, N. Unemployment, full employment and India. (Calcutta: All India Pub. Co. 1946, 7 
70. Rs. 3.) 
GaLsralTH, J. K. Recovery in Europe. An International Committee report. Planning pamp) 
no. 53. (Washington: Nat. Planning Assoc. 1946. Pp. 46. 25¢.) 
Guicxman, D. L. The big 4 in Germany—the treatment of Germany as an economic unit. Planning 
pamph. nos. 54 and 55. (Washington: Nat. Planning Assoc. 1947. Pp. 76. 50¢.) 

HapseL, W. N. Czechoslovakia’s road to soctalism. F or. Pol. Report, vol. XXII, no. 23, Feb, {5 
1947. (New York: For. Pol. Assoc. 1947. Pp. 11. 25¢.) 

Hopman, J. B., editor. Palestine’s economic future. (New York: W. S. Heinman. 1946. Pp, 415 
$5.) 

Oritz, F. Cuban counterpoint; tobacco and sugar. Translated from the Spanish by Harriet ¢: 
Onfs. (New York: Knopf. Pp. 346. $4.) 

TWITCHELL, K. S. Saudi Arabia. With an account of the development of its natural resource: 
(Princeton: Princeton Univ. Press. 1947. Pp. xiii, 192. $2.50.) 

The effects of strategic bombing on Japan’s war economy. (Washington: The United States Str 
tegic Bombing Survey. 1946. Pp. ix, 244. 65¢.) 

Occupation of Japan—policy and progress. Dept. of State, Far Eastern ser. 17, pub. 267. (Wasb- 
ington: Supt. Docs. 1947. Pp. iv, 173. 35¢.) 

The Palestine agricultural economy under war conditions. Pub. by Audit Union of the Worker; 
Agricultural Cooperative Societies Ltd. (Tel-Aviv: Erez-Israel. 1946. Pp. 51.) 

Survey of the economic situation in Hungary. (Budapest: Hungarian Commercial Bank of Pest 
1947. Pp. 34.) 


United States Strategic Bombing Survey, Japanese machine building industry, dates of surce 
Oct. 1-Dec. 1, 1945. (Washington: Supt. Docs. 1946. Pp. 42. 20¢.) 
Contains valuable economic data, including an elaborate statistical appendix. 


Economic Systems; Post-War Planning 

p’Anna, F. C. La ricostrustone economica e il suo finanziamento. (Milan and Rome: Rizwii 
1946. Pp. 174. 200 1.) 

EZEKIEL, M., editor . Towards world prosperity—through agricultural development and expansion 
(New York: Harper. 1947. Pp. xiv, 455. $3.) 

Hawrtrey, R. G. Economic rebirth. (London and New York: Longmans, Green. 1946. ); 
161.) 

Maoison, C. A. Critics and crusaders. A century of American protest. (New York: Henry Holt 
1947. Pp. xii, 572. $3.50.) 

Suan, K. T. Priorities in planning: food, education, housing. Pub. of National Planning Con 
mittee. (Bombay: Vora and Co. 1946. Pp. 43. Rs. 1-4.) 


Van Tit, W. Economic roads for American democracy. (New York: McGraw-Hill. Pp. 2! 
$1.80.) 
A high school text presenting five schools of thought on political-economic policy. 
ZurcHer, A. J. and Pace, R., editors. Postwar economic society. Addresses delivered at 
third series of conferences of the Institute on Postwar Reconstruction. (New York: Inst. © 


TITLES OF NEW BOOKS 501 


Postwar Reconstruction, New York Univ. 1944. Pp. x, 306.) 
Papers on cooperatives, labor, education, organized labor, veterans, cartels, overseas 
agriculture and population. 


1m com petitive enter prise system. (Washington: Chamber of Commerce of U. S. 1946. 
Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 


P. G. Introduction to mathematical statistics. (New York: John Wiley and Sons; Lon- 
Chapman and Hall, 1947. Pp. x, 258. $3.50.) 


FarRLAND, G. A. and Ayars, R. D. Accounting fundamentals. 2nd ed. (New York: McGraw- 
1947. Pp. xv, 759. $4.50.) 
L. R. Essential business mathematics. (New York: McGraw-Hill. Pp. 446. $2.75.) 
publications subject guide, Jan.—Sept., 1946. (Washington: Bur. of the Census. 1947. Pp. 


| abstract of United States, 1946, 67th number. Bur. of the Census (Washington: Supt. 
1946. Pp. 1039. $2.25.) 


National Income and Product; Income Distribution; 
Consumption Statistics 
rs, S. National product since 1869. (New York: Nat. Bur. of Econ. Research. 1946. Pp 


Business Cycles and Fluctuations 
E. and Atkins, G. C. The mechanics of full production and full employment— a solu- 


] ions. (Chicago: Wilcox and Follett Co. 1946. Pp. 71. $2.) 
vey, E. R. and Dax, E. F. Cycles; the science of prediction. (New York: Holt. 1947. Pp. 
, K. Voraussetzungen der vollbeschaftigung. (Vienna: Springer. 1946. Pp. 89. S.fr. 6; 


x, A. H. Economic policy and full employment. (New York: McGraw-Hill. 1947. Pp. xii, 


\uTHE, H. C. Prices and business in 1947. (New York: Business Bourse. 1946. Pp. viii, 271. $3.) 


\. P. and Grawam, F. D., editors. Planning and paying for full employment. (Prince- rn) 
Princeton Univ. Press. 1946. Pp. 222. $3.) 
F.C. Price—quantity interactions in business cycles. Twenty-fifth anniversary ser. no. 


New York: Nat. Bur. of Econ. Research. 1946. Pp. 160. $1.50.) 


NBERG, F. The coming crisis. Translated from the German by Edward Fitzgerald. (New 
York: John Day. 1947. Pp. 288. $3.50.) 
a, G. The bogey of economic maturity (a summary). (Chicago: Machinery and Allied 
Inst. 1946. Pp. 66. 25¢.) 
P. A. The international financial and banking crisis, 1931-1933. Stud. in econ., vol. 15. 
n: Catholic Univ. of America Press. 1945. Pp. x, 123.) 
D.M. The economics of disturbance. (New York: Macmillan. 1947. Pp. x, 115. $2.50.) 


Wa 


‘he course and control of inflation: a review of monetary experience in Europe after World War I. 
League of Nations pub. IT, A, 6. 1946. (New York: Columbia Univ. Press. 1946. Pp. 132. 


Plant 
4 
Wa $3 

$1.4 
Ri 
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Konkurrenz und planwirtschaft. Beitrage zur theoretischen nationalékonomie, Studiengrupy. 
fiir theoretische nationalékonomie der Schweizerischen Gesellschaft fiir Statistik ,, 
Volkswirtschaft. Beitragen von Amonn, Bieri, Bohl, Bongras, Diitschler, Jéhr, King 
Walter. (Bern: Francke. 1946. Pp. viii, 240. sw.fr. 19.) 


Public investment and full employment. Stud. and rept. n. s. no. 3. (Montreal: Internat. Lab. 0; 
fice. 1946. Pp. ix, 348. 7s. 6d.) 


Public Finance; Fiscal Policy; Taxation 

ALLISON, J. P. Investors’ tax planning—a guide to tax savings for the family group. (Albany: \ 
sender. 1946. Pp. 438. $5.) 

Brooks, R. P. Financing government in Georgia, 1850-1944. (Athens: Inst. for Study of Georgia 
Problems. 1946. Pp. 76. Gratis.) 

Gotp, H. and Hamorr, L. Fairchild’s income tax guide for retailers. 1947 ed. (New York 
Fairchild Pub. Co. 1947. Pp. 127. $2.75.) 

Gopat, M. H. The structure of a permanent excess profits tax. (Bangalore: Bangalore Press 
1946. Pp. 51.) 

Griziorti, B. Primi elementi di scienza della finanze. (Milan: Giuseppe Principato. 1946, | 
323.) 

HAENSEL, P. Financing World War II in the United States of America. Openbare financiéy 
no. 4, 1946. (Alphen a/d Rijn: N. Samson N. V. 1946. Pp. 15.) 


Montcomery, R. H. and Wynn, J. O. Montgomery’s federal taxes— estates, trusts and 
1946-47. (New York: Ronald. Pp. x, 990. $10.) 


Montcomery, R. H., Taytor, C. B. and Ricnarpson, M. E. Federal taxes—cor porations and 
partnerships, 1946-47. Vol. I, Gross income and deductions; Vol. II, Returns and adminis! 
tion. (New York: Ronald Press. 1947. Pp. xii, 1226; iv, 1217. 2 vols., $20.) 


Tompkins, D. C., compiler. State and local finance and taxation. A bibliography of mater 
published 1941-1946. Postwar bibliog. no. 2. (Berkeley: Bur. of Public Admin., Uni 
California. 1946. Pp. 101. Mimeo. Apply.) 

Capital gains taxation: panel discussion. (New York: Tax Institute, Inc. Pp. ix, 106.) 

Kentucky city finances. Bull. of the Bur. of Bus. Research, College of Commerce, no. 12. (I 
ington: Univ. of Kentucky Press. 1946. Pp. xii, 275.) 

Local government functions and finances. Social and Economic Planning Council rept. no. 8 ar 
summary. (Pretoria: Govt. Printer. 1945. Pp. 103, 13.) 


Presidential budget for the fiscal year 1948. (New York: Nat. Assoc. of Manufacturers. 1947 
Pp. 17. Mimeo. Apply.) 


Money and Banking; Short-Term Credit 
ALHEINC, R. La banque au service des échanges. Essai de révision de nos systémes monétair: 
(Paris: Presses Univ. de France. 1946. Pp. 526. 400 fr.) 


BocEeNn, J. I., Foster, M. B., Napier, M. and Ropcers, R. Money and banking. 3d. ' 
(New York: Prentice-Hall. 1947. Pp. xvi. 634. $5.65; text ed., $4.25.) 
Includes minor revisions to bring the materials up-to-date. 


BRrowatpn, E. The state and the private banking system. Suppl. to Svenska Handelsbankens 
Index. (Stockholm: Haeggstrims. 1946. Pp. 16.) 


Kent, R. P. Money and banking. (New York: Rinehart. 1947. Pp. 715. $5.) 


Marturev, H. Physiologie de la monnaie—théorie nouvelle de l’bconomie pure. (Paris: Presses 
Univ. de France. 1946. Pp. 406.) 
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2, C. L. Money and banking. 3d ed. (Chicago: Richard Irwin. 1946. Pp. xiii, 803. $5.) 


_E. Credit union development in Wisconsin. Stud. in hist., econ. and public law no. 525. 
New York: Columbia Univ. Press. 1947. Pp. 174. $2.50.) 


K 
International Trade, Finance and Economic Policy 


x, M.H. Tariffs, jobs, and peace: the role of American trade policy in national well-being 
ind world peace. Memo. filed with the Committee for Reciprocity Information on behalf of 
he Woolen and Worsted Fabrics Group. (New York: Nat. Council of American Importers. 

7 Pp 65, x.) 


wn, V. M. Russia's foreign economic policy. For. Pol. Report, vol. XXII, no. 22, Feb. 1, 1947. 
New York: For. Pol. Assoc. 1947. Pp. 15. 25¢.) 


x, M. A. The trade of nations. (New York: Alfred A. Knopf. 1947. Pp. xix, 234, vii. 


ar, G. B., editor. Persistent international issues. (New York: Harper. 1947. Pp. vii, 


mative articles by very competent authors on relief and rehabilitation, displaced 
;, health, food and agriculture, transportation, industry and trade, money and 
education, and politics. 


N, H. H. Impact of U.S. economy on world trade. For. Pol. Report, vol. XXII, no. 19, 
15, 1946. (New York: For. Pol. Assoc. 1946. Pp. 11. 25¢.) 


W. American-Australian relations. (Minneapolis: Univ. of Minnesota Press. London: 
rd Univ. Press. 1947. Pp. 184. $2.75.) 
\ historical record with a chapter on current economic relations. 


N, E. M. An introduction to world economics. (New York: Macmillan. 1947. Pp. xv, 


x, C. M. Empire in green and gold; the story of the American banana trade. (New York: 
1947. Pp. 303. $3.50.) 


rx, A. J. and Pace, R., editors. America’s place in the world economy. Addresses de- 
| at the fourth series of conferences of the Institute on Postwar Reconstruction. (New 
‘: Inst. on Postwar Reconstruction, New York Univ. 1945. Pp. xi, 250. 
s by H. D. Gideonse, J. B. Condliffe, W. D. White, Herbert Feis, Redvers Opie, 
Y. Elliott, F. D. Graham and others. 


in wool import policy. Dept. of State pub. 2708, comm. pol. ser. 97. Reprint from Dept. 
ite Bulletin, Nov. 3, 1946. (Washington: Supt. Docs. 1946. Pp. 19.) 


for the International Trade Organization of the United Nations. Articles drafted at 
n meeting, Oct. 15-Nov. 26, 1946, by the Preparatory Committee of the Inter- 
al Conference on Trade and Employment, with the original American drafts of articles 

hich the Preparatory Committee took no specific action. Dept. of State pub. 2728, 
rcial pol. ser. 98. (Washington: Supt. Docs. 1947. Pp. xiv, 68. 20¢.) 


mmerce and navigation of the United States for the calendar year 1943. Vol. 1, Import 
wrt statistics; Vol. 1, suppl., Import and export statistics; Vol. 2, Export transport sta- 
Washington: Supt. Docs. 1946. Pp. 1046; 363; 452. $4; $1.75; $2.) 
ulied reparation agency—first report of the secretary general for the year 1946, (Brussels: 
Inter-Allied Reparation Agency. 1947. Pp. 69.) 
‘nlernational agencies in which the United States participates. Dept. of State pub. 2699. (Wash- 
Supt. Docs. 1946. Pp. vi, 322. 65¢.) 
ional control of atomic energy: scientific information transmitted tothe United Nations 
Energy Commission June 14-Oct. 14, 1946. Dept. of State pub. 2661, U. S. and U.N. 
er. 5. (Washington: Supt. Docs. 1946. Pp. iv, 195. 30¢.) 
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International control of atomic energy—growth of a policy. An informal summary record of th, 
official declarations and proposals relating to the international control of atomic ener 
made between Aug. 6 and Oct. 15, 1946. Dept. of State pub. 2702. (Washington: Supt. D 
1946. Pp. xvii, 281. 45¢.) 


Participation of the United States government in international conferences, July 1, 1941-June 3 
1945, Dept. of State pub. 2665, Conf. ser. 89. (Washington: Supt. Docs. 1947. Pp, 232 


Les plans monétaires internationaux. Pt. 1, Présentation et situation des plans; Pt. 2, Situatin 
des plans; Pt. 3, La conférence de Bretton Woods. (Paris: Inst. de Sci. Econ. Appliquée. 194; 
1945, 1945. Pp. 309, 279, 216.) 

Preliminary proposals for an International Trade Organization. Dept. of State pub. 2756, com. 
mercial pol. ser. 99. (Washington: Supt. Docs. 1947. Pp. 24. 15¢.) 


Réglementation des paiements avec l’étranger. 7th suppl. (Basle: Bank for Internat. Settlements 
1946, Pp. 127. Sw. fr. 6.50.) 
Available also in German. 
Réglementation du commerce de l’or et des devises en France. (Basle: Bank for Internat. Settle. 
ments. 1946. Pp. 450. Sw. fr. 26.) 


Treaties of peace with Italy, Bulgaria, Hungary, Roumania and Finland. Dept. of State put 
2743, European ser. 21. (Washington: Supt. Docs. 1947. Pp. 240. $1.) 


The Treaty of Versailles and after. Annotations of the text of the treaty. Dept. of State pu 
2724, conf. ser. 92. (Washington: Supt. Docs. 1947. Pp. xiv, 1018.) 


United States and Italy, 1936-1946: documentary record. Dept. of State pub. 2669, European ser 
17. (Washington: Supt. Docs. 1946. Pp. x, 236. 65¢.) 


The United States and the United Nations: report by the President on the activiiies of the Unite 
Nations and the participation of the United States therein for the calendar year 1946, submitted 
to Congress pursuant to Sec. 4 of the United Nations Participation Act of 1945, 79th Cong 
Ist sess. Dept. of State pub. 2735. (Washington: Supt. Docs. 1947. Pp. 221. 45¢.) 


World trade center in San Francisco, Prepared by T. B. Spitzer. Report of the Board of State 
Harbor Commissioners to the legislature pursuant to Assembly Concurrent Resolution n 
22, filed with the Secretary of State, Feb. 4, 1946. (Sacramento: State of California. 194 
Pp. 200.) 


Business Finance; Insurance; Investments; 
Securities Markets 
FREHNER, E. Die reserven in der unternehmung. Mitteilungen aus dem handelswissenscha‘t 
lichen Seminar der Universitat Zurich. Neue Folge 81. (Zurich: Schultess & Co. 1946. ! 
xvi, 151. Fr. 7.) 
Jacosy, N. H. and Sautnter, R. J. Business finance and banking. Financial research program 
stud. in bus. financing. (New York: Nat. Bur. of Econ. Research. 1947. Pp. xviii, 241. $3.50 
Lusk, H. F. Business law; principles and cases. 3d ed. (Chicago: Richard D. Irwin. 1946. f 
992. $5.) 
McMicuaet, S. L. Leases: percentage, short and long term. 4th ed. (New York: Prentice-Hall 
1947. Pp. 585. $5.) 
Pre, J. H. Investment analysis. (New York: Prentice-Hall. 1947. Pp. xiii, 442. $4.65 
Life insurance fact book, 1946. (New York: Inst. of Life Insurance. 1946. Pp. 66. Apply 


Report on the study and investigation of the work, activities, personnel and functions of pr mec 
and reorganization committees, pursuant to section 211 of the Securities Exchange Act of 1934 
index digest. Securities and Exchange Commission. (Washington: Supt. Docs. 1946. Pp. » 
50¢.) 
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Public Control of Business; Public Administration ; 
National Defense and War 


rhe economics of the Pacific Coast petroleum industry. Pt. 3: Public policy toward 


f ind pricing. Pub. of Bur. of Bus. and Econ. Research. (Berkeley: Univ. of 
1 Press. 1947. Pp. xi, 130. $3.) 


_A. Economia di guerra. (Florence: La Nuova Italia. 1946. Pp. 135. 2001.) 


_E. The people against the trusts. (New York: New Century Publishers. 1946. Pp. 64. 


_W. E. The compass. (Chicago: Commercial Pub. Co. 1947. Pp. 373.) 
ars that if America would stop importing agricultural and mineral products, 
eople would be put to work and the resulting activation of the circulation of 
carry the national income to quite unheard-of levels. Strange as it may seem, 
eners would benefit too. Of course, the author says, politicians must be got rid of 
h commonsense could prevail. 


M. H. Basis of public salaries. (Mysore City: Mysore Pub. House. 1946. Pp. 140. Rs. 


u, F. D d Scanton, J. J. Economic preparation and conduct of war under the nazi 
Washington: Historical Div. War Dept. Special Staff. 1946. Pp. 53, mimeo.) 


thers. Patents and economic progress. A radio discussion. Transcript no. 460. 
of Chicago Round Table. 1947. Pp. 21. 10c.) 


, F. I. The limitist. (New York: Norton, 1947. Pp. 166. $2.) 
ly written program for getting rid of capitalist concentration and providing busi- 
tunities for individuals by prohibiting multiple ownership of large manufacturing 
ind distributive outlets and limiting the size of agricultural enterprises. 
iximum price regulation. Bur. Lab. Stat. bull. 879. (Washington: Supt. Docs. 1946. 
7, 15¢ 
ted States at war—development and administration of the war program by the federal 


nment. Bur. of the Budget, Hist. rept. on war admin., no. 1. (Washington: Supt. Docs. 
Pp. xv, 555. $1.) 


rsus economic concentration and monopoly, an investigation of the effectiveness 
rnment ef 


forts to combat economic concentration, staff report to the monopoly subcom- 
e Committee on Small Business, pursuant to H. Res. 64, 79th Cong. (Wash- 


Supt. Docs. 1946. Pp. 432. 75¢.) 
Industrial Organization; Price and Production 
Policies ; Business Methods 


r, S. D., editor. Human factors in management. (Parkville, Mo.: Park College Press. 
Pp. 322. $4.) 


W. The cor poration—a brotherhood of service. (Washington, Ottawa, and San Fran- 
World Trade Relations, Ltd. 1947. Pp. 19. $1.) 


AN, W. H. Business policies and management. (Cincinnati: South Western Co. 1947. Pp. 
L. Nationalization of key industries in eastern Europe. Appendix contains nationaliza- 
ecrees of Czechoslovakia and Poland. (Washington: Foundation for Foreign Affairs. 
Marketing and Domestic Trade 
H., editor 


. Marketing in the West. (New York: Ronald Press. 1946. Pp. 275. $3.50.) 


hy 

| 
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Pius, C. F. editor. Marketing by manufacturers. (Chicago: Richard D. Irwin. 1946. Pp j, 
639. $5.) 

Prepared as a practical aid to manufacturers as well as for textbook use. Contains sectipp. 
on marketing policies and research, preparing products for the market, distribution channe): 
pricing and advertising, sales organization, warehousing and distributing, financing , 
control, exporting and government controls and aid. Contributors: R. S. Alexander, R. 7 
Browne, R. R. Butler, D. J. Duncan, J. H. Frederick, H. W. Huegy, L. C. Lockley, C4 
Landage, H. R. Tosdal. 


Report of the eighteenth Boston conference on distribution, Oct., 1946. (Boston: Boston Chambe; 
of Commerce Retail Trade Board. 1946. Pp. 111. $3.75.) 


Mining ; Manufacturing ; Construction 


Hoap.ey, W. E. Jr., BAUGHMAN, E., and Mars, W. P. A financial and economic survey of ily 
meat packing industry. (Chicago: Fed. Reserve Bank of Chicago. 1946. Pp. viii, 48 


McC tettan, G. S. Labor’s program for British industry. For. Pol. Report, vol. XXII, no. 2 
Jan. 15, 1947. (New York: For. Pol. Assoc. 1947. Pp. 11. 25¢.) 


Rose, H. W. The rayon and synthetic fiber industry of Japan. Supplementary material gather: 
for the United States Department of State and War Department Textile Mission to Japa: 
January—March, 1946. (New York: Textile Research Inst. 1946. Pp. 346. $6.) 


Industrial op portunities in the cotton south. Prepared for Pace Committee by Indus. Div., Of 
of Domestic Commerce. (Washington: Dept. of Commerce. 1946. Pp. 72.) 


Watches. U. S. Tariff Commission war changes in industry, ser. rept. no. 20. (Washingtor 
Supt. Docs. 1946. Pp. 179.) 


Transportation ; Communication; Public Utilities 


Daccetrt, S. and Carter, J. P. The structure of transcontinental railroad rates. (Berkeley: Bur 
of Bus. and Econ. Research, Univ. of California. 1947. Pp. viii, 165. $4.) 
Presents a wide sampling of specific rates and an analysis of the general pattern of rate: 
discusses the rate-making process, and uncovers incongruities and economic distort 
Davies, E. Nationalization of transport. Lab. discussion ser. no. 10. (London: Labour I 
Dept., Transport House. 1947. 2 d.) 


Goutp, J. M. Output and productivity in the electric and gas utilities. Pub. no. 47. (New York 
Nat. Bur. Econ. Research. 1946. Pp. xii, 189. $3.) 
New measures of output, employment, food consumption and investment, and the rela 
tion of output to the use of the productive factors. 


Jounson, E. R. Transport facilities, services and policies. (New York: Appleton-Century. 194 
Pp. ix, 409. $3.50.) 

Mance, O. International Air Transport. (New York: Royal Inst. of Internat. Affairs. 194 
Pp. x, 117. $1.) 


Mance, O. International Sea Transport. (New York: Royal Inst. of Internat. Affairs. 1945 
Pp. xii, 198. $3.) 


Wuire, J. L. Analysis of railroad operations. 2d ed. (New York: Simmons-Boardman Pub. Cor 
1946. Pp. xvii, 306. $5.) 


Les chemins de fer en U. R. S. S. Etud. et doc. sér. A 1 U.R.S.S. 1 de I’Inst. Nat. de Stat 
et Etudes Econ. (Paris: Presses Univ. de France. 1946. Pp. 77.) 


rad 
rac 


A free and responsible press. A general report on mass communication: newspapers, 
motion pictures, magazines, and books by the Commission on Freedom of the Press. for 
word by Robert M. Hutchins. (Chicago: Chicago Univ. Press. 1947. Pp. xii, 139. $2 


Government-owned pipe lines: report of the War Assets Administration to the Congress, Dec. |! 
1946. (Washington: Supt. Docs. 1946. Pp. 26.) 
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mmerce Commission 60th annual report, November 1, 1946. (Washington: Supt. 
1946 Pp 174. $1.) 


sine and significance of the out-of-pocket, constant, and joint costs in motor carrier opera- 
Statement no. 4614. (Washington: Interstate Commerce Commission, Bur. of Trans- 
+ Econ. and Stat. 1946. Pp. 32, mimeo.) 


7 irrier facilities—war use and postwar needs. Statement no. 4612. (Washington: Inter- 
rce Commission, Bur. of Transport Econ. and Stat. 1946. Pp. 95, mimeo.) 


nd decisions of the Federal Power Commission, Oct. 1, 1943-—Dec. 31, 1945. Vol. 4, 
ippendix of selected orders in the nature of opinions. (Washington: Supt. Docs. 1946. 
107 $2 50.) 


nities for establishing new businesses in aviation. Dept. of Commerce, Indus. ser. no. 
Washington: Supt. Docs. 1946. Pp. vi, 236. 40¢.) 


car ownership and per diem charges for freight cars and their calculation. State- 
165. (Washington: Interstate Commerce Commission. Bur. of Transport Econ. 
1946. Pp. 53, mimeo.) 
rnings of Class I railroads. Statement no. 467. (Washington: Interstate Commerce 
Bur. of Transport Econ. and Stat. 1946. Pp. 104, mimeo.) 


for American shipping. Maritime Commission. (Washington: Supt. Docs. 1946 


Oe 
1 problems in aviation—analyzed by twelve national authorities. Papers presented 
Forum on Aviation, spring, 1945. (Chicago: Chicago Assoc. of Commerce. 


in the postwar traffic of class I railways. Vols. I and II. Interstate Commerce 
m, Bur. of Transport Econ. and Stat. (Washington: Supt. Docs. 1946. Pp. 261; 


umbia River power system, 1946. Dept. of the Interior. (Portland: Bonneville 
Admin. 1946. Pp. 52.) 


lation of fresh apples. Rail waybill stud., 1939 ser. (Washington: Interstate Com- 
ission, Bur. of Transport Econ. and Statistics. 1946. Pp. 154, mimeo.) 


ind value as factors in freight classification. Statement no. 469. (Washington: 
ymmerce Commission. Bur. of Transport Econ. and Stat. 1946. Pp. 38, mimeo.) 
Agriculture; Forestry; Fisheries 


B. World nutrition and agrarian stability—proposals for a food board. For. Pol. Report, 
XXII, No. 18, Dec. 1, 1946. (New York: For. Pol. Assoc. 1946. Pp. 11. 25¢.) 


’Acricoltura e la riforma agraria. (Milan and Rome: Rizzoli. Pp. 145. 200 1.) 


F. A. and Viat, E. E. Prices of dairy products. (Ithaca: Cornell Univ. Press. 1946, 


tudy of prices in relation to monthly production, stocks and other market 
twelve livestock products in the period 1920-41. 


, I. R. Drought, its causes and effects. (Princeton: Princeton Univ. Press. 1947. Pp. 


farming in Iowa, 1846-1946. By members of the staff of Iowa State College and 
tural Experiment Station. (Ames: Iowa State Collegiate Press. 1946. Pp. xiv, 
‘forms in western countries. Pub. of the Indian Soc. of Agric. Econ. (Bombay: Vora 


946. Pp. 122. 3 Rs.) 


rmers risk abundance? Planning pamph. no. 56. (Washington: Nat. Planning Assoc. 
52, 25¢.) 
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Land tenures in India. Pub. of the Indian Soc. of Agric. Econ. (Bombay: Vora and Co. 194 
Pp. 90. 2 Rs.) 

Report of the FAO preparatory commission on world food proposals, Washington, D. C., Oc. 2 
1946-—Jan. 24, 1947. (Washington: Food and Agric. Organization of the United Natio. 
1947. Pp. x, 84.) 


Report of the Secretary of Agriculture, 1946. (Washington: Supt. Docs. 1946, Pp. 178. 30¢ 


Economic Geography; Regional Planning ; 
Urban Land; Housing 


Asrams, C. A housing program for America. (New York: League for Indus. Democracy 
Pp. 32. 25¢.) 

Arxinson, H. G. and Fratrey, L. E. Fundamentals of real estate practice. (New York: Pre: 
Hall. 1946. Pp. 462. $7.50; bxd., $5.60.) 


Frrey, W. Land use in central Boston. Harvard soc. stud., vol. IV. (Cambridge: Harve: 
Univ. Press. 1947. Pp. xv, 367. $5.) 

An application of systematic sociological theory to the analysis of land use, with sp 
reference to the influence of cultural values and community sentiments in conditioning 
use patterns. 

FRIEDMAN, M. and others. How can we get housing? A radio discussion; including a sy 
suppl. on housing in the United States. Transcript no. 462. (Chicago: Univ. of Chicas 
Round Table. Pp. 27. 10¢.) 

GLAISYER, J., BRENNAN, T., Rircure, W. and FLorence, P. S. County town—a civic 
the planning of Worcester. (Forest Hills, N. Y.: Transatlantic Arts, Inc. 1946. $6.3 

Greer, G. Your city tomorrow. (New York: Macmillan. 1947. Pp. xiii, 210. $2.50.) 

Columbia Basin Reclamation Project, South Irrigation District appraisals. Reclamation Bureay 
(Washington: Supt. Docs. 1946. Pp. 363. 55¢. 

The economy of the Cincinnati metropolitan area. (Cincinnati: City Planning Comr 
Cincinnati. 1946. Pp. xv, 126. $2.50.) 

Housing. Law and Contemp. Probs., vol. XII, no. 1. (Durham: School of Law, Duke Ur ry 
Pp. 208. $1.) 

A valuable collection of articles on many aspects of the housing problem—econor 
and technical. 

Housing after World War I, will history repeat itself? Nat. Housing Agency. Nat. Housin: 

4. (Washington: Supt. Docs, 1945, Pp. 59. 15¢.) 

Housing in Front Royal,Virginia—facts and trends. (Washington: American Univ. 194 
93, mimeo.) 

Land assembly for urban redevelopment. Nat. Housing Agency, Nat. Housing bull. 3 
ington: Supt. Docs. 1945. Pp. 39. 10¢.) 

The TVA program. A bibliography of selected readings. (Knoxville: Tennessee Valk 
ity. 1946. Pp. 29, mimeo. Apply.) 


Labor and Industrial Relations 
Baker, H. and True, J. M. The operation of job evaluation plans—a survey of expt 
Princeton: Princeton Univ. Indus. Relations Section. 1947. Pp. 111. $1.50.) 
Foner, P. S. History of the labor movement in the United States: from colonial time 
founding of the American Federation of Labor. (New York: Internat. Pubs. 1947 
$4.50.) 
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conan, R. L. and E. B. Gelting along with unions. (New York: Harper. 1947. Pp. ix, 158. 


--pyan. T. R. Industrial peace and the Wagner Act. Foreword by L. Wolman. (New York: 

McGraw-Hill. 1947. Pp. 91. $1.50.) 

ww. A. D. H., DuBrut, S. M. and Suisxrin, B. The guaranteed annual wage. Amer. 
pol. ser. (New Wilmington, Pa.: Econ. and Bus. Found. 1946. Pp. 50. 75¢.) 

». H. W. and Jacossrern, M. A national labor policy. Washington: Brookings Institu- 

1947. Pp. x, 164.) 

rt, C. H. Personnel management: its scope and practice. (New York: Pitman. 1947. 
339. $3.50.) 

R. La lecon des gréves américaines, 1945-1946. (Paris: Spid. 1946. Pp. 177. 120 fr.) 
VERBERG, L. G. A guide to the National Labor Relations Act: procedures and practices. Bull 
10. 81. (Washington: U. S. Dept. of Labor. 1946. Pp. vi, 58. Gratis.) 
mxIN, W. E. and Kennepy, V. D. Arbitration of grievances. Bull. no. 82. (Washington: 
1. §. Dept. of Labor. 1946. Pp. 39. Gratis.) 

S S. H. The challenge of industrial relations—trade unions, management, and the public 
interest. (Ithaca: Cornell Univ. Press. 1947. Pp. vii, 196. $2.50.) 
“DER, J. L. The guarantee of work and wages. (Boston: Harvard Univ. Grad. School of Bus. 
Admin. 1947 Pp xi, 191. $2.75.) 
vart, B. M. and Couper, W. J. Reconversion in industrial relations. Indus. Relations 
;. no. 13. (New York: Indus. Relations Counselors. 1946. Pp. 78. $1.75.) 
r, C. F. Labor education in universities—a study of university programs. (New York: 
in Labor Education Service. 1946. Pp. 138. $1.) 
iministration, under collective bargaining, of welfare plans based on employer contributions. 
tat. rept. no. 1. (Washington: Nat. Wage Stabilization Board. 1946. Pp. 44.) 
ractéres contem porains du salaire. Pub. 1 de ser. Pragma de |’Inst. de Sci. Econ. Appliquée. 
Presses Univ. de France. 1946. Pp. 160. 240 fr.) 
& of employment and payrolls in Canadian industries: employment 1939-Aug. 1, 1946; 
's 1941-Aug. 1, 1946. Compiled by Econ. Research Branch. (Ottawa: Dept. of Recon- 
1 Supply. 1946. Pp. 57.) 
urt decisions relating to the National Labor Relations Act, June 1, 1943 to Jan. 1, 1946. 
Vv gton: Supt. Docs. 1946. Pp. 1,263. $2.50.) 


ns and orders of the National Labor Relations Board. Vol. 66, Feb. 28-Apr. 3, 1946; 
67, Apr. 4-May 15, 1946. (Washington: Supt. Docs. 1946. Pp. 1,491; 1,447. $2.75, 


it service organization. Internat. Lab. Conf., 30th sess., 1947. Rept. V (I). (Montreal: 
t. Lab. Office. 1946. Pp. 350.) 
sr l’artisinat francais. (Paris: Inst. de Sci. Econ. Appliquée. 1946. Pp. 136.) 
inagement disputes, subsequent to August 17, 1945, involving possession of properties by 
ral government. Research and stat. rept. no. 2. (Washington: Nat. Wage Stabiliza- 
rd. 1946. Pp. 98. Mimeo.) 
f the 28th session of the International Labour Conference, Seattle, 1946. (Montreal: 
t. Lab. Office. 1946. Pp. xxviii, 411.) 
labor and management philosophies. Personnel ser. no. 98. (New York: Am. Man- 
t Assoc. 1946. Pp. 32. 75c.) 
i of Proceedings. Third Conf. of American States Members of the Internat. Lab. Organiza- 
n, Mexico City, Apr., 1946. (Montreal: Internat. Lab. Office. 1946. Pp. 308.) 
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Relationships between supervisory management and shop stewards. 6th public forum on “Hump 
problems in business and industry.”” (New Wilmington, Pa.: Econ. and Bus. Found. i9y 
Pp. 66. 75c.) 

La rémunération du travail et la politique du salaire. Pt. 1, Les caractéres contemporains 3d, 
rémunération du travail (1945. Pp. 176.); Pt. 2, Salaire et rendement (1945. Pp. 170), Sy 
Budgets types, salaires minima par Bozena Zabiecka (1945. Pp. 56); Pt. 3, Salaire et cm 
sommation (1946. Pp. 129). La participations des salariés aux responsabilités et aux résuliy 
de l’oeuvre: (1) Specificite du probleme (1945. Pp. 125); (2) Lignes de recherche d’une 
tion (1946. Pp. 126); Suppl., L’influence sur le salaire des troubles survenus dans la fonctiony 
ment de l’entreprise; salaires et greves (1945. Pp. 75.). (Paris: Inst. de Sci. Econ. Appliqué 

Report of the Department of Labour for the fiscal year ending March 31, 1946. (Ottawa: Clouti- 
1947. Pp. 116. 25c.) 

Resumé of the proceedings of the thirteenth national conference on labor legislation, Dec. 2, 3 
4, 1946. Dept. of Labor bull. no. 85. (Washington: Supt. Docs. 1946. p. 42. Gratis.) 

Salaire et rendement. Pub. 2d ser. Pragma de |’Inst. de Sci. Econ. Appliquée. (Paris: Pres 
Univ. de France. 1946. Pp. 234. 300 fr.) 


Work stoppages caused by labor-management disputes in 1945. Bur. Labor Stat. bu 
(Washington: Supt. Docs. 1946. Pp. 41. 10c.) 


Social Insurance; Relief; Pensions; Public Welfare 


Kurtz, R. H., editor. Social work year book, 1947. 9th issue. (New York: Russell Sage I 
tion. 1947. Pp. 714. $3.50.) 
A description of organized activities in social work and in related fields. 


MeriaM, L. Relief and social security (summary). (Washington: Brookings Inst. 194¢ 
50c.) 

Pueps, H. A. Contemporary social problems. 3d ed. (New York: Prentice-Hall. 1947. } 
845.) 

Characteristics of state plans, old-age assistance, aid to the blind, aid to dependent childres 
Security Admin. pub. 62. (Washington: Supt. Docs. 1946. Pp. 103. 35c.) 

International health conference, June 19-22, 1946. Rept. of the U. S. delegation, including 
final act and related documents. Dept. of State pub. 2703, conf. ser. 91. (Washingtor 
Docs. 1947. Pp. 145. 35c.) 

Medicine in the changing order. Report of the New York Academy of Medicine Co: 
on Medicine and the Changing Order. (New York: The Commonwealth Fund 
xviii, 240. $2.) 

La sécurité sociale. Pt. 1, La notion de sécurité sociale: le plan Beveridge (1945. Pp. 172 
Les plans anglo-saxons de sécurité: les plans des Etats-Unis, du Canada, dela Nouvelle: 
de l’Australie, de l'Union Sud-Africaine (1945. Pp. 175.); Pt. 3, Organisation méd 
sécurité sociale en Angleterre et en France (1946. Pp. 133.) (Paris: Inst. de Sci. E 
pliquée.) 

Temporary disability insurance coordinated with unemployment insurance. (Washingtor 
Security Admin. 1947. Pp. 32, mimeo.) 


Consumption ; Cooperation 
Bocarows, E. S. History of cooperation. Outlines for discussion groups. (New York: ! 
tive League. 1946. Pp. 72. 25c.) 
Population; Migration ; Vital Statistics 


Davie, M. R. Refugees in America. Report of the Committee for the Study of Recent ! 
tion from Europe. (New York: Harper. 1947. Pp. xxi, 453. $4.50.) 
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s Econ. (Paris: Presses Univ. de France. 1946. Pp. 93 
Unclassified Items 
C. The individual, the state, and world government. (New York: Macmillan. 1947. 
2. $4 
ux résulig q ;, A. Can science save us? (New York: Longmans, Green. 1947. Pp. 122. Paper, $1; 
4 > 5 
Apt Dy: R. M. The web of government. (New York: Macmillan. 1947. Pp. ix, 498. $4.50.) 
Cc : \ titute of Economic and Social Research annual report, 1945-46. (London: Nat. Inst. 
f ind Soc. Research. 1946. Pp. 24.) 
i. tions of modern science. The Annals, vol. 249, Jan. 1947. (Philadelphia: Am. Acad. 
ithe } ind Soc. Sci. 1947. Pp. 169. Paper, $2; cloth, $2.50.) 
drer 
c] 
k 
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Economic Theory; General Works 


ANDERSON, K. L. Terms of sale. Jour. Marketing, Jan., 1947. Pp. 8. 

BettLeneiM, C. Lois économiques et valeur d’usage. La Revue Internat., Dec., 1946. Pp. 9 

Coase, R. H. Monopoly pricing with interrelated costs and demands. Economica, Nov., 1946. P; 
17. 

DittarD, D. The pragmatic basis of Keynes’s political economy. Jour. Econ. Hist., Nov., 194¢ 
Pp. 32. 

Domar, E. D. Expansion and employment. Am. Econ. Rev., Mar., 1947. Pp. 12. 

GOLDENWEISER, E. A. The economist and the state. Am. Econ. Rev., Mar., 1947. Pp. 12 

Hitpreta, C. G. Note on Marximization criteria. Quart. Jour. Econ., Nov., 1946. Pp. 9 

LeontIEF, W. Wages, profit and prices. Quart. Jour. Econ., Nov., 1946. Pp. 14. 


Lester, R. A. Marginalism and labor markets. Rejoinder to an antimarginalist, by F. Machlup. 


Professor Lester and the marginalists, by G. J. Stigler. Am. Econ. Rev., Mar., 1947. Py 
6; 3. 
Lewis, W. A. Fixed costs. Economica, Nov. 1946. Pp. 28. 
PATEL, S. J. Marxism and recent economic thought. Sci. and Soc., Winter, 1947. Pp. 13. 
SALIN, E. Wirtschaft und wirtschaftslehre nach swei weltkriegen. Kyklos, Vol. 1, 1947. P; 
SALOMON, A. Hugo Grotius and the social sciences. Pol. Sci. Quart., Mar., 1947. Pp. 20. 
WEINTRAUB, S. Monopoly pricing and unemployment. Quart. Jour. Econ., Nov., 1946. P 


Economic History 
Ciouca, S. B. The crisis in French economy at the beginning of the revolution. Jour. } 
Hist., Nov., 1946. Pp. 6. 
Cocuran, T. C. A plan for the study of business thinking. Pol. Sci. Quart., Mar., 1947. P 
Morcan, C. S. Problems in the appraisal of the railroad land grants. Mississippi Valley Hist 
Rev., Dec., 1946. Pp. 12. 
Rossws, G. W. Notions about the origins of trading. Jour. Marketing, Jan., 1946. Pp. 9 


Rospertson, H. M. Economic historians and their colleagues. So. African Jour. Econ., Sep! 
1946. Pp. 10. 


Roover, R. pe The Medici bank: financial and commercial operations. Jour. Econ. Hist., N 

1946. Pp. 20. 
National Economies 

Gertsovicn, G. The economic reconstruction of Germany. Mirovoye Khozyaistvo i Mirovays 
Politika, no. 9, Sept., 1946. 

Hanson, E. P. An economic survey of the western province of Liberia. Geograph. Rev., } 
1947. Pp. 17. 

Murray, K. A. H. Some regional economic problems of the Middle East. Internat. Affairs, }x 
1947. Pp. 9. 

Oarman, M. E. Nationalization program in Czechoslovakia. Dept. of State Bull., Dec., 1% 
Pp. 7. 

Puxutov, N. Economic rebirth of democratic Poland. Planovoye Khozyaistvo, no. 4, July-Avs 
1946. 

Spiecet, H. W. The prospects of business in Brazil. Jour. Bus. Univ. Chicago, Jap., 194 
11. 
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Economic Systems; Post-War Planning 


rein, S. Trends in French socialism 1789-1871. Sci. and Soc., Winter, 1947. Pp. 10. 
wrov, L. Contradictions in the economics of capitalist countries after the war. Planovoye 

zyaistvo, no. 5, Sept.—Oct., 1946. 
“HENKO, G. Preventing disproportions in the national economy 
ks of planning. Planovoye Khozyaistvo, no. 4, July-Aug., 1946. 
u, B. B. The forces patterning tomorrow's economic life. Dun’s Rev., Feb., 1947. Pp. 5. 
nning in the postwar period and the new structure of the Gosplan. Planovoye Khozyaistvo, no. 
Sept.-Oct., 1946. 

Statistical Methods; Econometrics ; Economic 
Mathematics ; Accounting 


F. S. An accountant’s comments on the subjective theory of value and accounting cost. 
a, Nov., 1946. Pp. 5. 
, J. L. Price and cost. Jour. Accountancy, Jan., 1947. Pp. 5. 
, M. Anciens et nouveaux indics de corrélation. Leur application au calcul des retards 
igues. Econometrica, Jan., 1947. Pp. 30. 
Technological change and aggregation. Econometrica, Jan., 1947. Pp. 13. 
’. R. A consolidated balance-sheet for a democracy. Jour. Accountancy, Feb., 1947. 


one of the most important 


G. Some applications of multivariate analysis of economic data. Jour. Am. Stat. Assoc., 


7 1946 Pp. 29. 


National Income and Product; Income Distribution; 
Consumption Statistics 


E. and FIsHMAN, L. Appraisal of methods for estimating the size distribution of a given 
te income. Rev. Econ. Stat., Feb., 1947. Pp. 4. 

nv, M. A. Determinants of distribution of income. Am. Econ. Rev., Mar., 1947. Pp. 20. 

;, L. Saving in a state with a stationary population. Quart. Jour. Econ., Nov., 1946. 


NBER 


Hist Hircu, Livincston, GEORGE and SMITHIES, and HupBarp. The American economy 


nsition. Rev. Econ. Stat., Feb., 1947. Pp. 23. 

1 LIKERT, BEAN, FRIEND, BENNION, and Brapy. Five views on the consumption 
n. Rev. Econ. Stat., Nov., 1946. Pp. 29. 

L, H. Effects of income redistribution on consumer’s expenditures. Am. Econ. Rev., Mar., 
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N $7. Pp. 13. 


>. R. The prospect for economic growth. Am. Econ. Rev., Mar., 1947. Pp. 21. 
iarT, M. C. Forecasting economic conditions. Canadian Banker, Feb., 1947. Pp. 9. 
L. L. The inter pretation of consumer dis-saving. Jour. Marketing, Jan., 1947. Pp. 7. 
J. The national income of Soviet Russia. Soc. Research, Dec., 1946. Pp. 18. 
yment patterns, 1950. Mo. Lab. Rev., Feb., 1947. Pp. 28. 


Business Cycles and Fluctuations 


ERGER, J. A critical review of the discussions on full employment. Kyklos. Vol. 1, 
W. J. Postscript on war inflation. Am. Econ. Rev., Mar., 1947. Pp. 16. 

\. G. B. Less stability: more stability. Kyklos, Vol. 1, 1947. Pp. 18. 

J. Inflation et “crise de confiance.” La Revue Internat., Dec., 1946. Pp. 6. 

INE, E. J., Jn. Public works policy in the twenties. Soc. Research, Dec., 1946. Pp. 22 
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HowenstIneE, E. J., Jr. Some principles of compensatory action. Quart. Jour. Econ.. 
1946. Pp. 4 


Mertzier, L. A. Factors governing the length of inventory cycles. Rev. Econ. Stat., Feb.. 


Pp. 15 


Mitts, F. C. Elasticity of physical quantities and flexibility of unit prices in the dimension of ti» 


Jour. Am. Stat. Assoc., Dec., 1946. Pp. 29. 
ROpKe, W. Offene und surtickgestaule inflation. Kyklos, Vol. 1, 1947. Pp. 15. 


Tair, D. C. Development works and full employment. Internat. Lab. Rev., Nov.—Dec., 


Pp. 12 
Inflation problems at home and abroad. Mo. Lab. Rev., Jan., 1947. Pp. 15. 


Public Finance; Fiscal Policy; Taxation 


BRONFENBRENNER, M. Sales taxation and the Mints plan. Rev. Econ. Stat., Feb., 1947 
Jaconsson, P. Le financement de la guerre en Allemagne. Kyklos, Vol. 1, 1947. Pp. 26. 
LinDHOLM, R. W. German finance in World War II. Am. Econ. Rev., Mar., 1947. Py 


Mann, F. K. The dual-debt system as a method of financing government corporations. Jour 


Econ., Feb., 1947. Pp. 18. 
The new budget. Fed. Reserve Bull., Feb., 1947. Pp. 8. 


Money and Banking; Short-Term Credit 


Mena, R. O., Monetary problems in Mexico. Jour. Bus. Univ. Chicago, Jan., 1947. P; 
UsoKin, M. Short-term credit in the Soviet economy. Planovoye Khozyaistvo, no. 3, Ma) 
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Witson, J. S. G. Australia’s central bank. Jour. Pol. Econ., Feb., 1947. Pp. 11. 


International Trade, Finance and Economic Policy 


ApriAn, A. H. Le commerce de l’U.R.S.S. avec les états voisins. La Revue Internat., De 
Pp. 10 
Hose.itz, B. F. International cartel policy. Jour. Pol. Econ., Feb., 1947. Pp. 27. 


MIKESELL, R. F. The determination of postwar exchange rates. So. Econ. Jour., Jan., 194 
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Rona, F. Objectives and methods of exchange control in the United Kingdom during the : 
post-war transition. Economica, Nov., 1946. Pp. 19. 

Rosenson, A. The Anglo-American financial agreement. Am. Econ. Rev., Mar., 1947 

Rossouw, G. S. H. The problem of imperial preference. So. African Jour. Econ., Sept 
Pp 15 

SrerFeruD, A. Yearbooks reconstituted. Land Policy Rev., Winter, 1946. Pp. 3. 

Wevt, N. and WasseRMAN, M. J. The International Bank. Am. Econ. Rev., Mar 
Pp. 15 

F.A.O. Preparatory Commission report on world food proposals. Dept. of State Bull., Fet 
Pp. 4 

How the steel cartel operated. Dun’s Rev., Jan., 1947. Pp. 3. 

The interplay between domestic and foreign policy. Dun’s Rev., Jan., 1947. Pp. 3. 


Public Control of Business; Public Administration ; 
National Defense and War 
BRONFENBRENNER, M. Price control under imperfect competition. Am. Econ. Rev., Mar 
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Browne, G. W. G. Economists and government. So. African Jour. Econ., Sept., 194 
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Jr., Legal aspects of price discrimination: federal lau Jour. Marketing, Jan., 1947 
in relation to monopoly: a rejoinder. Canadian Jour. Econ. and Pol. Sci., 
\. Gasoline rationing in the United States II. Quart. Jour. Econ., Nov., 1946. 
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S. I. Statutes, orders and official statements relating to Canadian war-time economi 
Canadian Jour. Econ. and Pol. Sci., Feb., 1947 Pp. 16 
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Industria] Organization; Price and Production Policies; 
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Su. Strengthening economic accountability in the new Five Year Plan. Planovoye 
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Marketing ; Domestic Trade 
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PENDLETON, R. L. Land use in southeast Asia. Far East. Survey, Feb., 1947. Pp. 5. 

SaLouros, T. The spring-wheat farmer in a maturing economy 1870-1920. Jour. Econ. Hist. 
Nov., 1946. Pp. 18. 

Scnuttz, T. W. Food, agriculture, and trade. Jour. Farm Econ., Feb., 1947. Pp. 19. 

SHAPAVALOV, M. Crop migrations in the Soviet Union. Am. Rev. Soviet Union, Nov., 1946. Pp 
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SOLLERTINSKAYA, E. Differential rent in socialist agriculture. Planovoye Khozyaistvo, no, 5. 
Sept.—Oct., 1946. 

WeELLs, O. V. Agricultural legislation: an appraisal. Jour. Farm Econ., Feb., 1947. Pp. 11. 
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Trends in housing during the war and post war periods. Mo. Lab. Rev., Jan., 1947. Pp. 13. 
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Labor and Industrial Relations 


BACKMAN, J. The budget approach to wage adjustments—a case study. Jour. Pol. Econ., Fel 
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CHAMBERLAIN, N. W. Union obligations under the National Labor Relations act. Am. FE 
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Hocuwa.p, W. Collective bargaining and economic theory. So. Econ. Jour., Jan., 1947. P; 

Less, S. Revival of free labor organization in the U. S. occupied zone in Germany—a preview. S 
Econ. Jour., Jan., 1947. Pp. 10. 

Powe tL, D. M. The negro worker in Chicago industry. Jour. Bus. Univ. Chicago, Jan., 1947 
Pp. 12. 

Summers, C. W. Admission policies of labor unions. Quart. Jour. Econ., Nov., 1946. Pp. 42 

Warrenttt, A. M., Jr. Location of potential labor reserves from published data. So. Econ. Jour 
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Youne, C. E. Applications and problems of productivity data. Jour. Am. Stat. Assoc., Dec., 194 
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Collaboration of employers and workers with government departments in Great Britain. Internat 
Lab. Rev., Nov.—Dec., 1946. Pp. 10. 

Nature and extent of frictional unemployment. Mo. Lab. Rev., Jan., 1947. Pp. 10. 

Postwar work stoppages caused by labor-management disputes. Mo. Lab. Rev., Dec., 1946. f 
21. 

Productivity changes since 1939. Mo. Lab. Rev., Dec., 1946. Pp. 15. 

State and regional variations in prospective labor supply. Mo. Lab. Rev., Dec., 1946. P; 


Consumption ; Cooperation 


PERREGAUX, E. A. The future of farm cooperatives in the United States. Jour. Farm Econ., Fe! 
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H. A. Effects of increased productivity upon the ratio of urban to rural population. Econo- 


trica, Jan., 1947. Pp. 12. 
n, P. K. Reproduction rates adjusted for age, parity, fecundity, and marriage. Jour. 
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uov, P. A. Report on the Economic Institute of the Academy of Sciences of the U.S.S.R. Am. 
Soviet Union, Nov., 1946. 
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NOTES 


Change of editorial address—Since the managing editor has joined the staff of the Council 
Economic Advisers to the President, the editorial office of the Review will return to Washingto, 
D.C., beginning July 1, 1947. Temporarily the postal address will be care of Social Science R; 
search Council, 726 Jackson Place, N.W., Washington 6, D.C. 


ESTABLISHMENT OF MEDALS OF HONOR 


The Executive Committee of the American Economic Association announces the establish 
ment of two medals to honor American contributions to the body of economic thought and 
knowledge, to be known as the Francis A. Walker Gold Medal and the John Bates Clark Silye- 
Medal 

The Francis A. Walker Gold Medal is to be awarded not more frequently than once ever 
five years to that living American economist who, in the judgment of the awarding body, has 
made over the course of his life the most distinguished contribution to economics. This meda 
is named after the first president of the American Economic Association whose contributions 
economic theory, money and banking, and statistics first gave definitive stature to Americar 
economics 

The John Bates Clark Silver Medal is to be awarded approximately biennially to that Amer 
can economist under the age of forty who is adjudged to have made the most significant « 
tribution to economic thought and knowledge. This medal is named after the brilliant e 
mist who, along with von Thiinen, first developed the marginal productivity theory of wages 
and interest and who is regarded by most economists as having been the most distinguis! 
member of our profession in this country. 

Attention is invited to the fact that these awards are to be made for contributions t 
central body of economic thought and knowledge. They are not to be made for excellence: 
teaching, administration or public service. Neither are they to be made for contributions : 
special branches of economics except in so far as these may contribute vitally to ge: 
economic doctrine and knowledge. 

rhe procedure for making these awards is to be similar to that provided for the selectior 
the president of the American Economic Association. A Committee on Honors and Awards 
consisting of six persons, appointed by the president of the Association, will present nomina 
tions to the electoral college. Two members of this initial committee are to serve f 
years; two members for four years, and two members for six years. Thereafter all mem 
this committee will serve for six years. The names of those nominated by this committee ar 
to be submitted for final selection to an electoral college consisting of (a) the members of t 
Committee on Honors and Awards, (b) the elected members of the Executive Commit! 
of the Association, and (c) the president, the vice-presidents, and the secretary of the Associa 
tion together with the three immediate past presidents. This electoral college has also t! 
power to add other names to the panel suggested for consideration by the Committee 
Honors and Awards. 


her 
pers 


Ce 

University of California, Theodore W. Schultz, University of Chicago; for the four-yea 
term—Raymond T. Bye, University of Pennsylvania, Frederick B. Garver, Universit 
Minnesota; for the six-year term—Calvin B. Hoover, Duke University, Frederick C. Mil 
Columbia University (Chairman). 


It is planned to make the initial award of these medals during the current year and for the 
to be formally presented to the recipients during the annual meetings of the Association wh 
are to be held in Chicago during the forthcoming Christmas holidays from December 28: 

The following persons have recently become members of the AMERICAN Economic Ass 
TION: 

Ackerman, G. F., 244 West 232nd St., New York 63, N.Y. 
Adams, R. W., 179 Washington Ave., Garden City, N.Y. 


The { ving persons have been appointed by President Douglas as initial member 


NOTES 519 


4. V., University of Toledo, Toledo 6, Ohio 
2702 Wisconsin Ave., Washington 7, D.C 
, Dept. of Economics, Harvard University, Cambridge 38, M 


as 
81 Logan St., Brooklyn 8, N.Y 
g 703 West 171st St., New York 32, N.Y 
ek L., Canberra University College, Canberra, Australia 
220 Broadway, New York 7, N.Y 
International Monetary Fund, 1818 H St., N.W., Washington, D.C 
{., 2338 Telegraph Ave., Berkeley 4, Calif 
ablis G., Jr., 210B Graduate House, Massachusetts Institute of Technology, Cam- 
ht ar Mass 
: Si] Jr., 260 Crescent Ave., Buffalo 14, N.Y 
W., 2 Horseshoe Drive, Falls Church, Va 
Pe H., 8029 Eastern Ave., Silver Springs, Md. 
dy Miss B., 2475 85th St., Brooklyn 14, N.Y. 
1 |., 5824 North 13th St., Philadelphia, Pa 
ti Mrs. W. D., 6528 Ager Rd., Hyattsville, Md. 
sevice |., 393 Western Ave., Cambridge, Mass. 


Bates College, Lewiston, Me. 
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Schneider, S., 163 East 178th St., New York 53, N.Y. 

Schulman, Mrs. R., 534 Cooper St., Camden, N.J. 

Schultz, Mrs. R. S., III, Econometric Institute, 500 5th Ave., New York 18, N.Y. 

Schumer, W., 310 Riverside Drive, New York 25, N.Y. 

Schurr, S. H., Cowles Commission, University of Chicago, Chicago 37, IIl. 

Schwartz, G., 113 Ramsey Ave., Syracuse, N.Y. 

Schwartz, M. H., Research Dept., Federal Reserve Bank of New York, New York 7, N.Y. 

Searles, E. W., 810 Wayne Ave., Dayton 10, Ohio 

Seeboeck, E. J., Box 563, University of Dayton, Dayton 9, Ohio 

Segal, H. H., 507 Furnald Hall, Columbia University, New York 27, N.Y. 

Seliskar, J. A., John Carroll University, Cleveland, Ohio 

Seton, T. R., P.O. Box 129, Wall St. Station, New York 5, N.Y. 

Sevin, C. H., Marketing Division, Office of Domestic Commerce, U.S. Department of 
Commerce, Washington 25, D.C. 

Shafei, M. Z., 50 University Place, Princeton, N.J. 

Shapiro, J., 1206 East New York Ave., Brooklyn 12, N.Y. 

Sharkey, W. K., Dept. of Economics, Purdue University, West Lafayette, Ind. 

Shelton, D. W., 2715 Webb Ave., New York 63, N.Y. 

Shepard, D. C., Jr., 466 Northampton St., Easton, Pa. 

Shishkin, B. B., 901 Massachusetts Ave., N.W., Washington 1, D.C. 

Shor, M., 4203 37th St., N.W., Washington, D.C. 

Silberman, C. E., 176 West 87th St., New York 24, N.Y. 

Simpson, Miss E. T., 2510 Clarendon Road, Brooklyn 26, N.Y. 

Skinner, Miss J., Life Insurance Assoc. of America, 165 Broadway, New York 6, N.Y. 

Slesinger, R. E., 5419 Northumberland St., Pittsburgh, Pa. 

Smith, E. K., Dept. of Economics, University of Buffalo, Buffalo, N.Y. 

Smith, J. H., Bureau of Labor Statistics, Washington 25, D.C. 

Smith, W. L., 1237 Olivia Ave., Ann Arbor, Mich. 

Smith, W. S., 21 Edwards Place, Princeton, N.J. 

Solomon, Miss B. R., 297 Lincoln Place, Brooklyn 17, N.Y. 

Speth, C. W., Pan-American-Grace Airways, Inc., Lima, Peru 

Spiro, B. P., P.O. Box 4772, Duke Station, Durham, N.C. 

Spruill, C. P., University of North Carolina, Chapel Hill, N.C. 

Stark, J. R., Bureau of the Budget, Executive Office of the President, Washington, D.C 

Steinberg, G. T., 41 Hamilton St., East Orange, N.J. 

Steinhardt, H., 261 S.W. Kingston Ave., Portland 1, Ore. 

Stephan, A. H. F., Rutgers University, 77 Hamilton St., New Brunswick, N.J. 

Stewart, J. S., 81 Columbia Heights, Brooklyn 2, N.Y. 

Stockfisch, J. A., Box 254, Claremont, Calif. 

Stone, I., 3040 Cruger Ave., Bronx 67, New York, N.Y. 

Stone, Miss J. K., 57 West 8th St., New York 11, N.Y. 

Stoner, P. M., Arlington Village, Arlington, Va. 

Strain, R. E., 1616 Waunona Way, Route 4, Madison 5, Wis. 
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200 S. 43rd St., Philadelphia, Pa. 
F., 663 State, Madison, Wis. 
C., 195 Broadway, New York 7, N.Y. 
W., 2805 24th Ave., Astoria, L.I. 2, N.Y. 
1367 Connecticut Ave., N.W., Washington, D.C 
M. M., 202 Blaisdell Hall, Claremont, Calif. 
\., University of Connecticut, Storrs, Conn. 
E.. 342 East 6th St., New York 3, N.Y. 
Miss N. E., 1515 Park Road, N.W., Washington 10, D.C. 
Dept. of Economics, Iowa State College, Ames, Iowa 
H. M., 1040 Cory St., Fostoria, Ohio 
W., Lunt 111, Northwestern University, Evanston, III. 
R. Y., 43 Commonwealth Road, Watertown, Mass. 
B., 5519 Kenwood, Chicago 37, Ill. 
s V., Smithtown Branch, N.Y. 
F., 8317 21st Ave., Brooklyn 14, N.Y. 
Mrs. H. G., 2838 Derby St., Berkeley, Calif. 
F. L., Dept. of Marketing, University of Oklahoma, Norman, Okla. 
Central Planbureau, Raamweg 18, The Hague, Holland 
1019 27th St., S., Arlington, Va. 
531 West 124th St., New York 27, N.Y. 
D. 1, Box 188, Keyport, N.J. 
‘., Sampson College, Sampson, N.Y. 
B. A., 176 Torrence Road, Columbus 2, Ohio 
R., 43-01 Westmoreland Ave., Little Neck, L.I., N.Y. 
R., 82 Beaver St., New York 5, N.Y. 
F., School of Commerce, Northwestern University, Evanston, III. 
Finance Div., OMGUS, APO 742, c/o Postmaster, New York, N.Y. 
in, M. J., 1422 Longfellow St., N.W., Washington 11, D.C. 
\. N., Research Dept., Curtis Publishing Co., Philadelphia 5, Pa. 
M., 2034 78th St., Brooklyn 14, N.Y. 
606 John Jay Hall, Columbia University, New York 27, N.Y. 
24 Brevoort Place, Brooklyn 16, N.Y. 
school of Commerce, St. John’s University, Brooklyn 2, N.Y. 
( \., 1060 Broad St., Newark, N.J. 
Mrs. G. S., 311 Fisher Ave., White Plains, N.Y. 
M. S., 1540 East 34th St., Brooklyn 10, N.Y. 
ni Hall, University of Dayton, Dayton 9, Ohio 
H., Jr., Box 5373, Duke Station, Durham, N.C. 
H., 355 East Chester St., Long Beach, L.I., N.Y. 
\. C., 1078 N. Broad St., Galesburg, III. 
H. A., Carl M. Loeb, Rhoades & Co., 61 Broadway, New York 6, N.Y. 
Florida State College for Women, Tallahassee, Fla. 
M., 11 Ware St., Cambridge 38, Mass. 
R. J., Jr., Shanks Village, Orangeburg, N.Y. 
’. B., 60 Brattle St., Apt. 401, Cambridge 38, Mass. 
/. B., 219 8th St., S.W., Washington 4, D.C. 
87 Tehama St., Brooklyn 18, N.Y. 
C., Jr., Dept. of Economics, University of Michigan, Ann Arbor, Mich 
E., c/o Palestine Corp., Ltd., 120 Allenby Road, Tel Aviv, Palestine 
\. C., 1660 Lanier Place, N.W., Washington, D.C. 
292 Madison Ave., New York 17, N.Y. 
H., 519 West 114th St., Room 1514, New York 27, N.Y 
) West 115th St., New York 25, N.Y. 
J. V., 69-11 Yellowstone Blvd., Forest Hills, N.Y. 
W. E., 36 McCormack Road, Slingerlands, N.Y. 
75-39 195th St., Flushing, N.Y. 
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Zmachinski, J., 65 West 192nd St., New York 63, N.Y. 
Zook, P. D., Southern Methodist University, Box 171, Dallas 5, Tex. 


The Allied Social Science Associations are being served by the following officers during the 
present year: 


American Accounting Association—Hermann C. Miller, Ohio State University, presiden. 
Clete F. Chizek, University of Chicago, secretary-treasurer. 


American Association of University Teachers of Insurance—C. A. Kulp, Wharton School of 
Finance and Commerce, University of Pennsylvania, president; Chester A. Kline, Uni. 
versity of Pennsylvania, secretary-treasurer. 

American Farm Economic Association—Asher Hobson, University of Wisconsin, president: 
L. J. Norton, University of Illinois, secretary-treasurer. 

American Finance Association—Lewis A. Froman, University of Buffalo, president; Raymond 
J. Saulnier, National Bureau of Economic Research, Inc., secretary-treasurer. 

American Marketing Association—Ross M. Cunningham, Massachusetts Institute of Technol- 
ogy, president; Harvey W. Huegy, University of Illinois, secretary. 

American Sociological Society—Louis Wirth, University of Chicago, president; Ernest R. 
Mowrer, Northwestern University, secretary-treasurer. 

American Statistical Association—Willard L. Thorp, Department of State, president; Lester 
S. Kellogg, 1603 K Street, N.W., Washington, D.C., secretary-treasurer. 

Econometric Society—J. Tinbergen, Rotterdam School of Economics, The Hague, The 
Netherlands, president; Alfred Cowles, University of Chicago, secretary-treasurer. 

Institute of Mathematical Statistics—Will Feller, Cornell University, president; Paul § 
Dwyer, University of Michigan, secretary-treasurer. 


A new quarterly journal, Human Relations, has been organized to serve as a channel in which 
work in the various social sciences may converge for comparative study at an international 
level. It is announced jointly by the Tavistock Institute of Human Relations, London, Eng- 
land, and the Research Center for Group Dynamics, Massachusetts Institute of Technology 
It will be edited by two committees drawn from the staffs of those organizations. 

Beginning with January, 1947, a Monthly Bulletin of Statistics is being issued by the 
Statistical Office of the United Nations at headquarters in New York. This new publication 
continues and expands the publication of the same name issued by the League of Nations from 
Geneva. 

A new quarterly journal in English, The Social Sciences in Mexico and News about the Social 
Sciences in South and Central America, has recently been established in Mexico City. The pur- 
pose is to make known to the social scientists of other countries the work that is being done in 
this field in Latin America. The editor is Dr. Laszlo Radvanyi, professor in the National School 
of Economics of the National University of Mexico. 


Adelbert J. Canfield died on February 20, 1947. 
Theodore Marburg died at Vancouver, Canada, March 3, 1946. 


Appointments and Resignations 

Walter Abraham was appointed instructor in economics at Yale University, effective in the 
fall term, 1946-47. 

Moses Abramovitz has been part-time visiting lecturer in economics at Columbia Universt 
for the spring session. 

Paul H. Anderson is an economic analyst with the Marketing Division, Office of Domest 
Commerce, Department of Commerce. 

R. B. Ayres was visiting lecturer in the department of economics of the Universit) 
Illinois for the second semester, 1946-47. 

Marvin A. Bacon, formerly with the Office of Price Administration, is economic analyst 
with the Finance and Tax Division of the Office of Small Business, Department of Commerce 

Elizabeth F. Baker, executive officer of the department of economics at Barnard College, is on 


= 
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| leave carrying on research under the auspices of the Columbia Council for Research 
ie Sciences. 
\athan Belfer is in economics at Tufts College. 
Benoit-Smullyan has left the Department of Labor to become professor of economics 
| of the department of economics at Associated Colleges of Upper New York, Utica. 
C. S. Benson has been selected as president of Claremont Men’s College, a new mem- 
\ssociated Colleges of Claremont, devoted to training in business and public admin- 


W. Bishop was appointed instructor in economics at Yale University, effective in the 
m, 1946. 

rt Blum has been appointed lecturer in economics at Williams College. 

F. Bode has been promoted from associate professor to professor of economics at 

Stanford University. 

R. Bopp, director of research of the Federal Reserve Bank of Philadelphia, has been 

s visiting lecturer at Princeton University during the second term giving a graduate 
e history and theory of banking. 


Howard Bridgman is assistant professor of economics at Tufts College. 
C. Brown, of Vassar College, will be on leave during the year 1947-48, making a study 
1] Labor Relations Board policies. 
an S. Buchanan, of the University of California, Berkeley, is on leave of absence until 
y, 1948, to act as associate director, Division of Social Sciences, in the Rockefeller 


n W. Cadman, Jr., formerly of Princeton University, is now at the London School of 
where he will be engaged in research on problems connected with development of 
m Limited Liability Company. 
F. Casey has been appointed part-time assistant in the department of economics, Uni- 
f Ijlinois 
n M. Clark gave the W. W. Cook lectures at the University of Michigan in March under 
le of ‘Alternatives to Serfdom.” 
n J. Condon has resigned his position as associate, College of Economics and Business, 
ty of Washington, to engage in graduate study at Harvard University. 
» Davis, formerly chairman of the National Telephone Commission and chairman of 
vy England Wage Stabilization Board, is the chairman of the reactivated department of 
and economics of the Illinois Institute of Technology. 


Im M. Davisson, chairman of the department of economics at the University of 
nia, Berkeley, will teach in the summer session of the University of British Columbia. 


n J. De Haas has resigned as professor at Harvard Business School and has accepted 
sorship at Claremont Men’s College. 


k G. Dickinson has resigned as associate professor of economics at the University of 
to continue as economist, statistician, and director of the Bureau of Medical Economic 
f the American Medical Association. 


r, dean of the College of Agriculture of Fukien University, Foochow, China, will 


nomics at the University of Southern California in 1947-48. 


M. Egand has been appointed an economic affairs officer in the Department of Eco- 


\tfairs of the United Nations secretariat at Lake Success. 
nd L. Escolas has been appointed instructor in the department of commerce and 
at the University of Vermont beginning next fall. 
Solomor Fabri ant, of the staff of the National Bureau of Economic Research and lecturer 
the School of Commerce, Accounts, and Finance, New York University, has been appointed 
professor of economics in that school and in the Graduate School of Arts and Sciences. 


R. Fadum was appointed instructor in economics at Yale University, effective in the 
1945-46 


homes 


P. M. Faucett, Jr., has been appointed part-time assistant in the department of economics, 
ersity of Illinois. 


— 
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Edith Floyd has been appointed instructor in the College of Economics and Business 
University of Washington. 

Joseph Folsom, of Vassar College, will be on leave during the first term of the year 1947~42 

C. Dorsey Forrest has resigned his position as assistant professor of marketing, College of 
Economics and Business, University of Washington, to accept a position as assosiate professor 
of advertising at the University of Southern California, effective September, 1947, He y;) 
teach at Ohio State University in the summer quarter, 1947. i 

George Gibbs, Jr., is teaching accounting at the Los Angeles Extension Division of th. 
University of California. ; 

Roger W. Gray has been appointed part-time instructor in economics at Brown Universit, 

Albert Griffin, associate professor of business administration at Emory University, is als 
secretary of the School of Business Administration. 

Paul Groke is assistant professor of economics in the School of Business and Public Admin. 
istration, University of Arizona. 

Everett E. Hagen has been in the Fiscal Division of the Bureau of the Budget since Novem. 
ber, 1946. 

Robert M. Haley has accepted the chairmanship of the department of economics, Linfield 
College, McMinnville, Oregon, beginning next fall. 

Challis A. Hall, Jr., has been appointed assistant professor of economics at Yale University 

Charles L. Harlan has retired after twenty-five years of service in the Department of Apri 
culture. His last position was head, Division of Livestock and Poultry Estimate, Bureay oj 
Agricultural Economics. 

Albert G. Hart, who has been visiting professor of economics at Columbia University for the 
academic year 1947-48, will remain as professor of economics, the appointment to be effectiy 
July 1, 1947. 

Donald J. Hart has accepted an appointment as associate professor of economics at Carrol! 
College, Wisconsin, effective in September, 1947. 

Henry H. Hayman’s last assignment in Europe was that of assistant control officer, OISC 
Intermediate Section, Theatre Service Forces European Theatre. 

William F. Hellmuth was appointed instructor in economics at Yale University, effective ir 
the fall term, 1946-47. 

Harry Henig, formerly of the University of Cincinnati and wartime principal economist wit 
the National War Labor Board in Washington, is now professor of economics, Department o! 
Business and Economics, Illinois Institute of Technology. 

F. J. Hill has been appointed part-time assistant in the department of economics, Universit 
of Illinois. 

Thomas E. Hogan, formerly of the University of Wisconsin and economic adviser to th 
National Wage Stabilization Board, has been lecturer in the department of business and 
economics, Illinois Institute of Technology during the past year. 

Daniel L. Horowitz recently resigned as labor attaché at the American Embassy, Santiago 
Chile and is now acting assistant chief of the Division of International Labor, Health and 
Social Affairs, Department of State. 

E. Jay Howenstine, Jr., has accepted a position with UNRRA to write the history of the 
Bureau of Supply. 

Simeon Hutner, of the economics staff of Smith College, has been appointed to an instructor 
ship in economics at Princeton University. 

P. W. Isbell has been appointed part-time assistant in the department of economics, Ut 
versity of Illinois. 

B. M. Joffe has resigned as executive director, National Wage Stabilization Board, an¢ s 
now affiliated with the Joint Distribution Committee, in New York, as overall assistant to th 
executive vice chairman. 

Robert K. Joyce has been an instructor in economics at St. Louis University since Septem 
ber, 1946. 

Jacob O. Kamm, chairman of the School of Commerce of Baldwin-Wallace College, has beet 
advanced from associate professor to professor of economics. 
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M. Kassalow, who has been a research associate with the Research and Education 
yf the C.1.0., has been appointed director of research for the United Rubber 
n in Akron, Ohio. 


F. Keefe was appointed instructor in economics at Yale University, effective in the 


la, formerly director of the Office of War Goods and Foreign Trade in the Office 
inistration, is now with the Allied Chemical and Dye Corporation in New York. 
Kirk, assistant professor of sociology at Princeton University, has resigned to accept 
jemographer in the Office of Intelligence Research, Department of State 


Kleinsorge is serving as acting associate professor of economics at Stanford Uni- 


- ra has been appointed part-time assistant in the department of economics of the 
siness Administration at the University of Nebraska. 
r accepted a position as professor of economics and business administration at 
( ge, Bethany, West Virginia, in September, 1946. 


has been appointed head professor of accounting at the University of 


ach, chairman of the social science division at Sarah Lawrence College, has 
isiting associate professor of economics at New York University for the spring 


n is a member of the staff of the department of business and economics of 
f Technology, Chicago. 
Leonard, Jr., was appointed instructor in economics at Yale University, effec- 
term, 1946-47. 
Leonard, formerly with the Division of Statistical Standards, Bureau of the 
leputy director of the Statistical Office of the United Nations. 
ng has been promoted to professor of political economy in the Johns Hopkins 
He is also a member of the research staff of the National Bureau of Economic 


g has been appointed instructor in economics at DePauw University. 


tz has been statistician at the Baldwin Locomotive Works, Philadelphia, 


1946 
f the department of economics at the University of Buffalo, will be visiting 
s at Stanford University for the summer quarter. 
Marsh has resigned from the department of economics of Barnard College, to 


ship at McGill University in connection with the position of economist of the 


anada. 


has been appointed associate professor of economics at the University of 


formerly of Indiana University and of the Army University at Biarritz, is 

ssor of economics, department of business and economics, Illinois Institute 

gy. Dr. Matchett was a member of the staff of the Colm-Goldsmith Commission 
t] metary system of Germany. 


School of Business, University of South Dakota, as visiting professor of 


1as been appointed instructor in economics in the School of Business Admin- 
iversity,. 


versity of Denver. 


has accepted an appointment as lecturer in economics, University of 
, beginning July 1, 1947. At present he is economist, Division of Financial 
ial Development Policy, Department of State. 


‘ 44 477 
140-4) 
t 
| 
f the department of economics at Carleton College, will join the summer 
f Ohio State University, will teach during the last month of the summer i 
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Mabel Newcomer, of Vassar College, has been on leave during the past academic year sery. 
ing as director of research, Finance Division, OMGUS, in Berlin. 

H. C. Nolen, of Ohio State University, will be a member of the summer school staf ;, 
marketing at the University of Wisconsin. 

Ruby T. Norris was married to Mr. Jack Morris on March 23. Mrs. Morris is now associate 
professor of economics at Vassar College after having been chief economist of the Office oj 
Price Administration in Honolulu for four years. 

Frank W. Notestein, director of the Office of Population Research of Princeton University. ix 
consultant to the Assistant Secretary General for Social Affairs of the United Nations, in charge 
of the Population Division. 

Ragnar Nurkse, visiting professor of international economics at Columbia University fo, 
the academic year 1946-47, will remain as professor of economics, the appointment to begin 
on July 1, 1947. 

Bertil Ohlin, of the University of Stockholm, member of the Swedish parliament and forme, 
Minister of Commerce, delivered the Julius Beer lectures at Columbia University in February 

Abraham Orlofsky, was assistant in the department of economics, School of Commerce, Ac. 
counts, and Finance, New York University, in the spring semester. 

R. F. Patterson, dean of the School of Business at the University of South Dakota, was re. 
cently elected president of the Vermillion Chamber of Commerce. 

Bernard D. Perkins has been promoted to assistant professor of accounting and economics 
at the University of South Dakota. 

J. E. Pheiffer has been appointed part-time assistant in the department of economics 
University of Illinois. 

Orme W. Phelps has accepted an appointment as professor of industrial relations at Clare- 
mont Men’s College. 

E. Bryant Phillips has been advanced from lecturer to assistant professor of economics at 
the University of Southern California. 

Jaques J. Polak, formerly financial advisor of UNRRA, is now chief of the Statistics Djvi- 
sion of the International Monetary Fund. 

Karl Polanyi was visiting professor of history at Columbia University for the spring ses 
sion, teaching general economic history. 

Kenyon E. Poole is now in charge of the courses in money and banking at Brown University 

V. T. Rice has been appointed part-time assistant in the department of economics, Uni- 
versity of Illinois. 

Theordore W. Roesler has been appointed part-time assistant in the department of eco- 
nomics of the College of Business Administration at the University of Nebraska. 

Julius Roller is on leave from his regular teaching duties in accounting at the College of 
Economics and Business, University of Washington, to engage in research study. 

Kenneth D. Roose has been appointed instructor in economics at Yale University, effective 
July 1, 1947. 

Arnold W. Sametz has been appointed instructor in economics at Princeton University. 

G. Lincoln Sandelin, formerly with the United States Treasury, is chief of the insurance 
section, Finance Division, OMGUS. 

Raymond J. Saulnier will be on leave of absence from Barnard College during the academic 
year 1947-48 to carry on his studies with the National Bureau of Economic Research. 

H. P. Scheinkopf has been appointed part-time assistant in the department of economics, 
University of Illinois. 

Emerson P. Schmidt has resigned his position at the University of Minnesota to continue « 
director of economic research of the Chamber of Commerce of the United States of America 2 
Washington, D.C. 

Robert Seymour has been appointed full-time research fellow in the Bureau of Busines 
Research, College of Economics and Business, University of Washington. 
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, R. Smith is assistant professor of economics at Tufts College. 
tor E. Smith has been appointed assistant professor of economics at Brown University. 


R. Snavely will serve by appointment of the Governor as a member of the commis- 
{ by the General Assembly of Virginia to study the financial needs of the public 
n, with special reference to a sales tax. 


K. Snell has accepted an appointment as professor of transporation in the College of 


«; Administration, University of Texas, effective June, 1947. 
n M. Sogge, formerly chief economist, Division of Statistical Standards, Bureau of the 
has resigned to accept the chairmanship of the department of economics, business, and 
t St. Olaf College. He will continue to serve as a consultant to the Bureau of the 


Spriggs has been appointed part-time assistant in the department of economics, 
f Illinois. 

W. Stewart has been appointed instructor in business law in the department of business 

tion and management of the College of Business Administration at the University of 


J. Stigler, of Brown University, has been appointed professor of economics at 
niversity. 
Sundelson has been appointed instructor in economics at Barnard College. 
; Swerling has been appointed instructor in economics at Brown University. 
Taft has been promoted from associate professor to professor of economics at Brown 


laitel, formerly special assistant with the Office of Contact Settlement, is now as- 
essor of economics, department of business and economics, Illinois Institute of 


: M. Tamagna was in Japan, Korea and China from January to October, 1946, as 
SCAP in Japan and to the executive Yuan in China. He resumed his position with 
Reserve Bank of New York in November, 1946 and, at the beginning of February, 
erred to the Board of Governors of the Federal Reserve System, where he is cur- 
urge of problems related to international monetary and exchange policies. 
I. Thayer has been named assistant director of the Institute of Labor Economics, 
f Washington. 
Vaaler has been promoted to the rank of assistant professor of secretarial training in 
f Business Administration, University of South Dakota. 
ndermeulen has accepted an appointment as assistant professor of economics at 
ge and Claremont Men’s College. 


C. Vandermeulen has been promoted to associate professor of Claremont Men’s 


M. Walker has been appointed assistant professor of accounting in the College of 
nd Business, University of Washington. 

G. Wennberg has been promoted from associate professor to professor of marketing 
tment of economics and business, University of Missouri. 


er has been appointed part-time assistant in the department of economics of the 
isiness Administration of the University of Nebraska. 

Wolfard has been appointed instructor in economics at Duke University. 

H. Wollett has resigned as assistant professor of business law in the College of 


ind Business, University of Washington, to become assistant to the dean and as- 
fessor in the School of Law in the same institution. 


ng has been appointed part-time assistant in the department of economics, Uni- 


| 
er t R. Simpson will teach at the University of Minnesota this summer. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made. It is optional with 
— submitting such announcements to publish name and address or to use a key 
number. 


Communications should be addressed to: The Secretary, American Economic As. 
sociation, Northwestern University, Evanston, Illinois. 


Vacancies 


Economics, money and banking, corporate finance, insurance, transportation, inter. 


national economics: An Ohio college of liberal arts, coeducational, has Opening 
in these fields. Appointment at rank of instructor carries a maximum salary of 
$2,800 for nine months, assistant professor, $3,600, and associate professor, $4,000, 
For the latter two positions, the Ph.D. is expected. P123 


Staff economist: For Chicago office of large management consulting firm. Requires 
substantial experience in manufacturing or retailing organization with business 
problems as they affect management policies and operations. Must be able to present 
reports and recommendations convincingly either orally or in written form. Thorough 
academic grounding desirable but operating experience a prerequisite. Age range 35 
to 40 approximately, but not exclusively. Salary open as depends on experience and 


attainments. P124 
Principles of economics, labor economics: Wanted by eastern college, man with 
Ph.D. degree or substantial graduate training, instructor or assistant professor de- 


pending on qualifications. P125 


Principles of economics, general accounting: Instructor or assistant professor at 
eastern college. P126 


Economists Available for Positions 


Money and banking, corporation finance, public finance, international trade and 
finance, mortgage finance, labor, theory: Man, single, Ph.D. Experience includes 
mortgage research for banks; economist in three federal agencies; 10 years of 
teaching at major universities and colleges; now in leading southern university; 
publications; further research in progress. Associate professor now and in previous 
position, Seeks full professorship in best liberal arts college or university. Minimum, 
$4,800 for eight or nine months. Available in July or September, 1947. E154 


Public finance, labor economics, money and banking, economic principles and theory: 
Man, 37, married, Ph.D. Seven years of college teaching experience; now head of 
department in small state-supported college but desires professional advancement. 
Prefers West. E191 


Elementary economics, elementary sociology, money and banking, public finance, 
statistics, elementary accounting: Man, 46, married, Yale A.B., Harvard Ph.D. 
Broad teaching experience. Now professor in well-known eastern college. Desires 
advancement. E209 


International trade and finance, government and business, theory, public fimance: 
Man, 41, Ph.D., 1936. Six years of teaching experience in state university; 3 years 
in research. Volume on special problem of government and business near completion. 
Available in September, 1947. E211 


Economic theory, economic geography, business cycles, agricultural economics, CoM 
umption, statistics, sociology: Man, 42, married, Ph.D. Over 8 years of college 
teaching and research experience; 4 years with OPA. Wishes permanent position 
E217 


in teaching and research. 
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